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REPORT ON THE EIGHTH GENERAL INCREASE IN THE RESOURCES OF 
THE INTER-AMERICAN DEVELOPKENT BANK 

WHEREAS: 

The final report issued by the Committee of the Board of Governors 
on the status of the resources of the Bank recommending the increase 
thereof has been examined by the Board of Governors; 

The member countries recognize the pressing need to take all 
adequate action to ensure that the Bank continues extending its support 
for the development needs of the region; 

The Board of Governors 

RESOLVES : 

To approve the report entitled "Report on the Eighth General 
Increase in the Resources of the Inter-American Development Bank" issued 
as Document AB-1704; to recommend that the member countries take such 
action as may be necessary and appropriate to give effect to resolutions 
similar to those contained in said report; and to urge the members to 
make available to the Bank as soon as possible their respective 
subscriptions and contributions. 
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CHAPTER I 

PBOSPECTS FOR GRûül" AND SOCIbL DEVEWP)iIE#T IN U T I N  AWERICA 

1.1 

1.2 

1. INTBODUCTION 

Latin America has experie-ced a fundamental change in economic 
policy designed to accelerate economic growth urd increase equity. 
As a consequence, a number of countries in the region have pode 
progress in restoring macroeconomic balance, in aävancing 
structural changes derigned to enhance international 
competitiveness, and in the search for broader participation to 
include all strata of society in the distribution o f  the benefits 
of growth. This has encompassed efforts to achieve a strengthened 
but smaller, fiscally disciplined government which complements the 
private sector. It also includes 8 more open international trade 
and payments regime, a liberalized system of incentives which 
reduces discretion in the administration of controls, licenses and 
subsidies, thereby placing greater reliance on market forces and 
more equitable ITLd effective social service delivery systems. 

The cornerstone of this approach has been the creation of an 
environment which is supportive of savings, investment and growth 
through macroecononic stability within a context of social concern 
and strengthened democratic institutions. Of special significance 
is that these policy changes have been initiated and sustained by 
governments of different political orientation. This has been made 
possible by sustained political support for change which exists 
among broad segments of the population in these countries. The 
consensus for reform, not always present in Latin America, was born 
of the economic crisis of the 1980s. It has emerged as the 
consequence of sustained dialogue among policy makers, political 
leaders and private sector agents. 

1.3 In a number of countries, the process of policy reform and 
adjustment is fairly advanced. In others, such efforts are at an 
earlier stage. Only in a very few countries has it been difficult 
to initiate the necessary reforms. The challenge for each country 
is different, but all share the same imperative: to create and 
sustain a policy environment supportive of economic recovery. For 
this to occur, uncertainty associated with macroeconomic imbalance 
must be reduced, transparency of economic policy must be 
maintained, the investment climate must improve, incentives for 
capital flight must be eliminated, returns on private investment 
must be strengthened, and public investment in economic and social 
infrastructure which complements private investment must be 
increased. 

1.4 An essential part of this growth strategy is a more productive use 
of all available resources, including human resources. Reducing 



poverty by increasing the productivity of the poor, an important 
objective in its own right, plays an especially critical role in 
the modernization process and in establishing the conditions for 
sustained economic growth. Without this, the broad segment of the 
population which has difficulty meeting its minimum food, health, 
shelter and education requirenents reniai= at the margin of the 
productive process, thereby constraining advance to a 
demmtralized, Pore open, adaptable and technologically dynamic 
m o d e r n  market economy. The objective of such an approach is to 
reduce social inequality by incorporating fully the most 
disadvantaged strata of society into the nodern economy. 
Ultimately, political stability and &aocracy as well as equitable 
growth are closely linked to the successful bplensntation of such 
policies. 

2. RECEBTDGVELOPXENTS 

1.5 Large budget deficits which triggered and maintained an explosive 
infhtionary process in several Countries during the 1980s have 
been sharply reduced or eliminated in most countries. Balusce-of- 
payments darficits brought about, in part, by adverse shifts in the 
region's terms of trade, by excessive public sector spending, by 
record high interest rateo on these countries' variable rate 
external debt, and by overvalued real exchange rates which were 
financed by unsustainable increases in external borrowing have been 
brought under control. Excessive external debt burdens which 
reduced resources available for investment and thereby slowed 
resumption of economic growth have been made more manageable for 
some countries under the international debt strategy for dealing 
with commercial debt, the easing of terms on Paris Club 
reschedulings, strong export performance and increased capital 
inflows. Since 1989, as a consequence, total interest due as a 
percentage of exports of goods and services dropped significantly 
(see table), For the region the drop was from 18.3 to 13.5 
percent, reflecting in part the sharp decline in the interest 
burden of Argentina, Brazil, Chile, Colombia, Costa Rica, Mexico, 
Uruguay and Venezuela. 

1.6 Massive subsidies and the expansion of inefficient state 
enterprises which pushed scarce resources into unproductive uses 
have been cut sharply in a few countries through deficit-reduction 
measures, closure or privatization. High trade barriers used to 
shield local firms, some of which were inefficient, from 
international competition have been substantially reduced in almost 
every country in the region. To complement opening of their 
economies to international trade, most have taken vigorous action 
in the last three years to increase trade with their neighbors 
through subregional free trade agreements. 

1.7 As a consequence of the progress made in implementing these 
reforms, there has been a significant improvement in economic 
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performance in the region. After several ysars of stagnation, 
regional GDP rose by 3.7 percent in 1991, 2.9 percent in 1992, and 
3.3 percent in 1993 (see Table 1-11. A number of countries - 
Argentina, Chile, Guy-, and Paruma - have been especially 
successful in re-establishing growth, with an average real GDP 
growth in excess of 7 percent for the period 1990-1993. Balize, 
Costa Rica, and Uruguy also showsd strong economic performance in 
the last two years with 8verage gro*..th rates above 5.5 percent. 
This upturn in economic activity was accompuried by substantial 
progress in reducing inflation. Almost all countries in the region 
nou have relatively law rates of inflation. The greatest progress 
was achieved in some of the countries with extremely high 
inflation. Argentina, Nicaragua and Peru, which were experiencing 
near hypsrinflation in 1988-1990, sharply reduced the rate of price 
increase in the last several years. Bolivia, Chile, Colombia, 
Ecuador, Guatamala, Mexico, and Trinidad and Tobago also 
significantly reduced inflation. 

1.8 The favorible expectations generated by the reform process 
stimulated private imrcstment, encouraged a boom in the equity 
markets, and continue attracting substantial financial flows from 
abroad. The net increase in capital flows, coupled with the lowest 
U.S. interest rates in more than a decade, has been of such a 
magnitude that it has reversed the transfer of resources in the 
region's favor, thus facilitating the full conversion of domestic 
savings into new capital formation. As a result, the region's 
gross domestic investment grew at an average rate of 8.0 percent in 
the last three years, after several years of continuous decline, 
providing a major stimulus to economic activity. For many 
countries in the region there was a substantial recovery of gross 
domestic investment. Strong increases have been experienced by 
Argentina, Belize, Bolivia, Chile, Colombia, Costa Rica, the 
Dominican Republic, El Salvador, Guatemala, Honduras, Mexico, 
Panama, Peru, and Uruguay. 
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MACROECONOMIC iNûICAl’OR& htin 
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1.9 

1.10 

1.11 

Net capital inflows of USS175 billion in the last four years, much 
of them in the form of non-debt creating flows, have dramatically 
changed the external accounts of Latin America. More than half of 
the total capital inflow has been used to rebuild international 
reserves; the remainder has financed a substantial increase in 
imports. This is a positive development because it indicates that 
the process of transformation of the financial flows into fixed 
capital formation and into increased consumption is under way. In 
1993 the accumulation of more than üS$23 billion in international 
resemes which took place raised total resemes to over US$llO 
billion, the highest nominal level ever. 

3 .  SOCIAL REFORMS 

Experience indicates that while macroeconomic stability and 
structural adjustment are necessary to revive growth, they are not 
sufficient to deal effectively with the social problems which exist 
in the region and which would continue over the long term in the 
absence of social reform. Even in those countries which are now 
most advanced in the adjustment process and where the recovery of 
economic growth is well under way, such problems continue to exist 
and the implementation of programs designed to address them is 
receiving priority attention. 

Poverty and its associated social dislocations are rooted in the 
historical experience of the region. During the 1980s, existing 
social problems became more serious. Economic stagnation 
contributed to a decline in the growth of employment opportunities, 
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erosion of key institutions and deterioration of essential public 
services. Health, water supply and the environment deteriorated. 
Education was seriously underfunded and, as a consequence, progress 
in developing a well trained, more productive anà flexible 
workforce was disrupted. Throughout the region, a high inciäence 
of underemployment, depressed per capita incornes, and a level of 
social services which has friled to keep pace with the growing 
needs of an expanding population have resultcd in an enormous 
backlog of social and institutional needs. 

1.12 As countries have carried out reform programs, the best informed, 
most flexible economic actors with the knowledge and capital to 
respond to the new economic incentives ñave been the main agents of 
change. As a consequence, benefits have been least for the 
poorest, who lacked the training, flexibility and resources to 
adapt quickly to the changed incentives. They continue to be the 
most vulnerable since they are least equipped to respond to change, 
are living at a subsistence level and are unable to contribute to 
the growth process. Hi@ priority has been assigned by governments 
throughout the region to opening economic opportunities for the 
poor and to empowering them to become more productive participants 
in economic growth. Greater recognition is being given to the key 
role of women in the development process. A special focus of these 
countries' efforts is to increase health, education, and vocational 
skills for all, especially the poor. Equally important is a pace 
of economic growth which ensures adequate growth of opportunities 
for productive employment. 

1.13 Currently many of the social programs in the region do not reach 
the most disadvantaged segments of the population. Economic reform 
is being directed to improving the distributive impact of these 
programs and to making them more efficient, thereby enhancing their 
contribution to incorporating the poor into the modernization 
process. Programs which are targeted to the poor have a special 
role to play in this regard. A substantial increase in the quality 
and targeting of social services can be obtained through 
institutional reforms aimed at increasing the cost effectiveness of 
social service delivery systems. 

4. REQUIELEWENTS FOR ACCELEELATING DEVELOPMENT 

1.14 One of the lessons learned by Latin American countries from 
historical experience is that acceleration of development requires 
simultaneous progress on a number of interrelated fronts. Reform 
of the public sector is an essential part of this process. A 
number of countries in the region have initiated such reforms in 
recognition of the importance of providing government with the 
instruments of a modern state so that they can carry out their 
functions efficiently in support of the development process. 



1.15 The objective of such reform is to strengthen public 
administration, including the capacity to analyze, formulate and 
implement economic and social policy, to manage public expenditure, 
to improve the design of tax policy and tax administration, and to 
introduce an appropriate regulatory framework for complementing 
ongoing privatization programs. It 8160 encompasses modernization 
of judicial systems, provision of basic support services to enhance 
the efficacy of the legislative process and strengthen the L 

financial viability urd efficiency of social security systems. 
These efforts, aimed at nodernizing, focusing and strengthening the 
machinery of the State, are essential to accrler&ting economic and 
social development. 

1.16 Of equal importance for accelerated development ir improving the 
efficiency and growth of the private sector. To compete 
successfully in global markets, the private sector in these 
countries will have to speed up absorption of modern technology. 
This will require improving human capital, as well as technological 
and other economic infrastructure. Deepening and widening of 
domestic capital markets, or creating them where they do not exist, 
is also of high priority so that increased domotic and external 
savings can be mobilized for investment in modernization of the 
private sector. Such measures would stimulate the continuing 
reflow of capital from abroad and channel some of it to long-term 
finance for modernization of industry and agriculture and to 
commercial infrastructure. 

1.17 Modernizing both the agricultural and industrial sectors is an 
essential part of the trade liberalization process. Growth of 
developing countries is closely linked to exports of manufactures 
and agricultural products. To increase international competitive- 
ness, countries will need to sustain the momentum of market 
reforms, obtain greater access to external markets through 
formation of strategic alliances with the private sector abroad, 
construct better international communication links and adopt new 
production and management techniques. Countries with a well 
trained labor force and group of entrepreneurs and which maintain 
open trade and investment flows are best able to absorb and 
disseminate such techniques domestically. Failure to emphasize 
human resource development at all levels and to establish 
international information links will make it more difficult to 
compete successfully in global export markets. 

1.18 Of special importance is the so-called informal sector. This 
sector has grown rapidly as overall economic growth stagnated in 
the 1980s, and the challenge is now to integrate it more fully into 
the national economy. This will require both modernizing 
microenterprises and enhancing opportunities for growth of small 
and medium-sized industry. This is an important step not only for 
increasing the efficiency of the overall economy but also as an 
integral part of social reform since the income levels of many of 
those in the informal sector are low. Small and medium-sized firms 
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are those best suited t o  channel entrepreneurial creativity, most 
effective at putting new technologies to use, and most active at 
creating new jobs. Part of the process of modernizing the private 
sector is to promote a more open approach that will facilitate 
integration of the informal sector and of aicroenterprises into the 
economy. Program in support of microenterprises and the informal 
sector generally are vital to this process. 

1.19 There can be no economic growth without a stable society. The 
sweeping economic reforms being implemented in Latin America will 
achieve the desired results only if they take place within a more 
integrated society in which factors of exclusion are being reduced 
so that all groups can be involved in and benefit from 
modernization of the productive sectors. A pore integrated society 
can only enrich this process through the creativity and support of 
a large number of economic agents concerned with its success, 
leading ultimately to the greater social cohesion which is 
essential to sustained, accelerated economic growth in the future. 
The essential prerequisite for overcoming marginalization and 
poverty is for society as a whole to support a process of political 
participation which leads to democratic consensus-building and 
stable, respons ive and transparent government. This will 
strengthen social cohesion, promote the participation of all in the 
productive process and help t o  achieve agreements which favor a 
more equitable distribution of the benefits of economic growth. 

1.20 

1.21 

This goal cannot be attained without meeting challenges on a number 
of fronts. One of these, of special interest to the Bank, is 
financial sector reform. This is needed to increase mobilization 
of domestic financial savings for investment and to strengthen 
institutions which can allocate these resources efficiently to all 
enterprises, including small and medium-sized businesses, self- 
employed workers and microenterprises in the informal sector. 
Another important challenge is the creation of a network of 
institutions which can provide technical assistance and expert 
advice to these types of enterprises. 

Rapid industrialization throughout the region has given rise to 
severe urban environmental problems. These problems, which for the 
most part affect low-income groups more seriously, have not been 
addressed over the past decade of declining public investment. 
Further progress in dealing with these problems will require 
substantial investment. In its absence, environmental problems 
will continue to constrain development. In rural areas, 
particularly those where small, low-income farmers prevail, high 
rates of deforestation and soil erosion pose an equally serious 
problem. The cost associated with arresting degradation of the 
natural environment and improving the urban environment is 
enormous, not only in terms of financing but also in terms of the 
need to create the appropriate institutional and technological 
capabilities at both government and private sector levels. This is 
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an effort which will require substantial . support from the 
international financial institutions. 

1.22 The gravity of thesie environmental and natural resource problems 
has led to important initiatives by governments and by non- 
governmental agencies within the region. These efforts have ranged 
from policy, legal and institutional reforms to design of 
investment projects and are based on recognition of the increased 
financial resources required for sustaining such initiatives. 

5 .  PROSPECTS POR THE VOBIS ECONOMY: IäCREASED INTERDEPENDENCE 

1.23 

1.24 

1.25 

As countries in Latin America have moved dramatically to reduce 
trade barriers and to reestablish access to world capital markets, 
their interdependence with the world economy has grown. 
Developments in the industrial countries are increasingly important 
in their impact on trends in the economies of Latin America. The 
future course of world commodity prices remains Important. Where a 
secular decline in the price of specific commodities appears 
unlikely to be reversed, countries must undertake changes of their 
productive structure aimed at creating new sources of income and 
export earnings. Given the Latin American countries' more recent 
success in diversifying and expanding nontraditional exports, 
including food, raw materials and manufactured goods, access to 
industrial country markets has assumed greater importance. Given 
the more integrated and competitive global business environment, 
growth prospects for these countries will, to a significant extent, 
be determined increasingly by their success in strengthening 
linkages with the world economy. 

The outlook for the world economy for the remainder of the decade 
is mixed. The recovery in the United States is strong and the 
other industrial countries, as a group, are now experiencing a 
recovery from the cyclical downturn they recently went through. 
The consensus projection for industrial country growth in the 
second half of the 1990s assumes moderate success with management 
of economic policy in these countries, including reduced budget 
deficits, lower inflation, some easing of real interest rates and 
higher rates of growth that in the first half of the decade. 
Average growth for the entire decade is expected to be below that 
of the 1980s. However, the long awaited, successful conclusion of 
the seven years of negotiation in the Uruguay Round of GATT gives 
grounds for optimism as to the future of the world trade system and 
world economic growth. 

There are risks associated with this consensus projection which 
should be taken into account. It is possible that industrial 
countries which thus far have avoided inflationary expectations may 
enter a period of rising budget deficits, increased inflation, 
prolonged conflict over wage bargaining and high real interest 
rates to dampen inflationary pressure. Other countries may have no 
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greater success in dealing with budget deficits than in the past; 
this could put continued upward pressure on real interest rates and 
weaken the recovery. The reform process in Eastern Europe and the 
former Soviet Union could falter. Regional trade blocs could turn 
inward and trade diversion increase. While these are not elements 
of the prevailing consensus base case at present, all are 
pïau8ibïe. Should tñey materializa, the external axrvironwnt will 
be less supportive of economic recovery in the region. 

. 

6. INCREASING IBTERNATIOXAL COMF'ETITIVENESS 

1.26 Latin American countries moved forcefully over the past year to 
reduce trade barriers, to integrate more closely with the world, 
and to establish regional and subregional integration agreements 
such as KERCOSUR, CARICOM 8nd the Central American Common Market. 
Approval of the North American Free Trade Agreement is bound to 
enhance the growth prospects of the three member nations and opens 
the way for a future Western Hemisphere Free Trade Agreement. In 
the more open, competitive world economy of the 19900, Litin 
American 
designed 
assumed 
&mes t ic 
critical 
process. 

countries' need to press 8head with policies and programs 
to increue their international competitiveness now has 
increased urgency. An efficient supply response of 
producers of both import substitutes and exports will be a 
determinant of the sustainability of the opening up 

1.27 To achieve the rates of economic growth which are required to 
absorb the vast pool of underemployed labor which accumulated in 
Latin America during the decade of the 1980s, the region's exports 
will have to grow more rapidly than world trade throughout the rest 
of the 1990s. Latin American countries will have to increase their 
share of world markets. To achieve this, international competi- 
tiveness must be enhanced by expanding and deepening market 
reforms; by absorbing, disseminating and mastering new, 
productivity-enhancing production, management and marketing 
technology; and by building stronger international trade, finance, 
investment and communications links. 

1.28 Reduced transport and communication costs have increased 
globalization of production and marketing. This has resulted in 
greater specialization between countries in different products and 
within different stages of production. New technologies which 
permit more differentiated products, closer links between 
production and demand and "just-in-time" inventory management, made 
possible by computerization, require close coordination between 
designers, producers, suppliers and retailers. Greater competition 
in global and regional markets has increased pressure on firms in 
Latin America to adopt global corporate strategies consistent with 
the dynamic comparative advantage of the economic environment in 
which they are based. Local manpower skills, modern infrastructure 
to support production flexibility required to adhere to quality and 
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1.29 

delivery specifications, and ui international network of domestic 
business have grown in importance. 

Increasing the standard of living without losing international 
competitiveness requires raising productiviry. A cost-effective 
way of achieving this is to adopt management and production 
techniques which have been developed by others. Foreign direct 
investment and creation of strategic alliances beween local and 
foreign firms can facilitate this. Countries with a highly 
skilled, well educated labor force and which have open trade and 
investment regimes are the best positioned to absorb and 
disseminate internally innovative production and management 
techniques. Those which are not successful in accelerating human 
resource development and in establishing international links will 
be left behind in the increasingly competitive global market. 
Latin American countries cannot be confined to merely exporting raw 
materials and the products of low-cost labor. The region needs to 
take advantage of the creativity of its people, enhancing its human 
resources through training and development, scientific knowledge 
and new technology. This is why it is so important to achieve 
greater integration of the most vulnerable segments of society into 
the modem economy. 

1.30 To accelerate their export-led growth, the countries of the region 
will have to diversify their exports into those areas where the 
growth of their value added is likely to be the fastest. These 
will reflect the region's comparative advantage as a supplier of 
resource-based products including agricultural, mineral and 
manufactured products such as processed raw materials, non- 
traditional processed foodstuffs and beverages. The growth of 
agricultural exports will be assisted by the opening up process, by 
deregulation and by elimination of the past "anti-agrarian" bias of 
sectoral development policies. These actions have reinforced the 
comparative advantage derived from the region's abundant natural 
resources. 

1.31 Both the growth and composition of exports of manufactured products 
are likely to be strongly influenced by three mutually reinforcing 
developments. First, as industrial countries move into more 
technology-intensive products, there will be an increasing demand 
for other products that are produced more efficiently abroad, 
providing Latin American countries with growing export 
opportunities for products which are farther up the technology 
chain. Second, increased investment in human resources and 
accelerated absorption and development of new technologies will 
increase inter-industry trade. Third, trade liberalization and 
expansion of regional free trade areas will provide increased 
opportunities to obtain economies of scale and a more efficient 
export manufacturing base. 
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7 .  EXTERUL CAPITAL REQUIREMENTS áND PROSPECTS 

1.32 Taking into account expected economic trends in the world economy 
in the 199Os, the global savings-investment balance might remain 
tight throughout the decade. Traditional sources of external 
finance for developing countries will be scarce. Borrowing will be 
scrutinized more closely and additional effort will be ~ d e  by both 
official and commercial lenders to secure the most effective 
distribution of their resources. Those countries in the region 
which are most successful in implementing policies to resume growth 
and restore their creditworthiness vil1 have the greatest access to 
a M i t i o ~ 1  flows. This has already started to occur as several 
countries have carried out far-reaching reforms, negotiated 
reductions in debt, reestablished growth urd regained a position of 
creditworthiness in world financial markets. 

1.33 As a consequence, net capital inflows to the region increased in 
the period from 1991 to 1993. The inflow has included bond issues, 
private placements, comercial paper, certificates of deposit and 
increased foreign direct invertsent. Substantial repatriation of 
flight capital appears to be included in these flows. The inflow 
hos been concentrated in a few countries - Argentina, Brazil, 
Chile, Colombia, Mexico, Peru and Venezuela. Little has gone to 
others. Moreover, the pattern of these flows suggests that the 
process is still fragile. The capital inflows which have talren 
place so far appear to be limited in their developmental impact, 
having gone in part to bidding up the price of existing financial 
assets rather than fully contributing to increased long-term 
investment which accelerates development. 

1.34 The fact that capital inflows have also taken place in some 
countries in the region which are still experiencing major 
macroeconomic imbalances and severe financial problems suggests 
that investors may be anticipating improvements which have not yet 
taken place, based on the improved economic performance which has 
occurred in other countries in the region. If these macroeconomic 
imbalances are not corrected, a slowness in capital flows to the 
region could result, and the decade'of the 1990s could witness once 
again a period of acute external capital shortage for a number of 
countries. 

1.35 In spite of the capital inflows, the risk still exists that 
inadequate long- term external finance could again constrain 
development and undermine adjustment efforts. To date only 
relatively few countries and large firms in Latin America have been 
successful in accessing international capital markets on a 
sustainable basis. A portion of the capital flows have been 
relatively short-tek in nature and not suitable for many of the 
long-term developmental expenditures which now must be made by the 
countries in the region if social and economic infrastructure are 
not to impede sustained recovery. With the continued upward 
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pressure on world interest rates which is expected in the 199Os, 
private lending is likely to remain limited and become costly even 
for countries which maintain their creditworthiness. For smaller, 
lower income countries and for small and medium-sized f i m ,  it is 
unlikely to be available. 

8 .  OFFICIAL PiïUlCITJC 

1.36 Even if the region is successful in attracting increased private 
capital, such flows tend to be directed more to the larger, middle- 
income countries and to the larger, more established firms. 
Moreover, private flows have characteristics which make 
complementary flows of official development assistance essential. 
Such flows are typically astociated with expansion of investment in 
plant and equipment which requires complumntary investment in 
economic and social infrastructure. In the absence of domestic 
fixed income capital markets, such infrastructure investments must 
be financed by official development assistance. This need is 
particularly acute in Latin America where the 1980s have left most 

The infra- countries with enormous infrastructure deficits. 
structure gap has already affected adversely economic growth in the 
region and this in turn has limited private capital inflows. 

1.37 The financial requirements of infrastructure are large. These will 
not be met without a close partnership between private and official 
finance. This is especially true for power generation and even 
more so for water and basic sanitation. Large investments in 
electricity generation need to be in hydro power which requires 
tenns the private financial markets cannot provide. The 
alternative would be to rely on thermal power, with its adverse 
environmental impact. Water, sanitation and basic social services 
such as health, training and education also require official 
involvement. While the private sector can contribute to more 
effective delivery of such services, and in some cases can provide 
funding, this will have to come primarily from official sources. 
While introduction of realistic user charges may increase the 
sustainability and efficiency of such services, their initial 
capitalization cannot be covered by private sources of finance 
since the returns from such investment in human capital are 
frequently difficult to capture and may only occur over a period 
far in excess of private investors' time horizon. Long-term 
official development finance has an essential role to play in the 
design and support of these services. 

1.38 Concessional resources for smaller, lower-income countries or 
countries which are in the early stages of adjustment can be 
critical in helping to bridge the financing gap, which is needed to 
facilitate trade flows and to cover the reconstruction and 
expansion of infrastructure. Countries experiencing a large, 
unexpected external shock and a sudden deterioration in their 
external position are unlikely to attract private capital flows 

.. 
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during the time such flows are most urgently required. For these 
countries, official assistance may be the only source for financing 
their external deficit. For countries which are just completing 
the adjustment procost urd have ostablished a b u e  for recovery of 
investment anù output, official davelopment assistance can have a 
strong catalyzing effect on private flows. 

1.39 Official sourcas of external finance for all developing countries 
will be limited in the 19900. This vil1 be osp~cially trua for 
Latin America. Net resource f l w s  on grants and bilateral loans to 
the region, ConcassiorrPi lad non-concessiolul, hnte already begun 
to declina. let flms ou. lendiw by PUltilrterrl institutions fell 
from USSt.1 billion in 1990 t o  USS3.4 billion in 3992. Aiong the 
internatioual financial institutions the Inter-American 
Dsvelopment Bank is the only official lender which i s  expected to 
have positive net flows in the yaars ahead. In the absence of an 
Eighth Replenishment, net flows of the IDB would start declining in 
1991 and would not be sufficient to offset the negative net flows 
of the International flonet8ry F’und and the World Bank. 

9 .  CONCLiBION 

1.40 As the next millennium approaches, the region must move from a 
period of crisis and reform toward achieving growth that is 
financially, enviromentally, and socially sustainable. This would 
represent nothing less than a transformation for the region and it 
will be a major challenge for the Bank to assist countries in this 
effort. 

1.41 Countries of the region are choosing a path to sustainable growth 
that is based on liberal, open, market-oriented economies that can 
compete successfully in the global economy. Realizing the reforms 
necessary to create these economies while maintaining democratic 
societies is a formidable task. It will require creating dynamic 
private sectors to generate employment and income; and efficient 
public sectors to provide the social, economic, and regulatory 
infrastructure necessary for growth. Since social and political 
stability are indispensable conditions for creating sustainable 
growth, all parts of society must believe that they have a stake in 
the system and in the country’s future. This will mean that equity 
considerations must be given greater weight than in the past and 
countries will have to make a determined effort to bring excluded 
groups into modern society. 
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2.1 

I. CENEUL CnNSXDEIUTIONS 

Traditionally, the Bank's contribution to the region's development 
has bean in the area of project imastaent financing. Using this 
modality, the Bank showed leadsrship 8nd innovation from the 
beginning. Early in its operations, the Bank started financing 
projects in the social sectors such u potable water, an activity 
subsequently adopted by other institutions. With the Seventh 
Replenishment, the Bank extended its assistance to the region by 
participating in the ongoing restructuring process through policy- 
basad sector loans. This new chuniel allowed the Fknk to become a 
nora active player in the region's efforts to overcome the crisis 
of the 1980s. Bank operations helped countries overcome the 
transitional problems associated w i t h  opening up their economies to 
external competition, reforming the financial systems, restruc- 
turing the public sector, removing market distortions, and 
strengthening fiscal and customs systems, among others. The Bank 
also supported countries in their debt reduction efforts. 

2.2 As we enter the Eighth Replenishment, the Bank must expand its 
operations in the social areas. As the region comes out of the 
acute financial crisis of the 1980s, it is placing greater emphasis 
on resolving the problems of the "social debt" in order to ensure 
more equitable development. Operational work in the social 
sectors, including dialogue, lending, and project execution will be 
a major focus of the Bank's overall activity to support efforts of 
borrowers to deal with this challenge in the 1990s .  

2.3 increased lending in the social sectors will not, however, be 
sufficient. To maximize its impact during the Eighth Replenish- 
ment, the Bank will seek to ensure that its activities overall 
contribute directly or indirectly to borrowing member countries' 
efforts to reduce poverty and to introduce social and economic 
reforms. In order to meet this challenge, the Bank will review and 
adjust its own processing capacities and capabilities, both in 
terms of staffing skills mix and internal procedures, and the 
organizational structure required to support these adjustments. 
Concurrently, the Bank will need to strengthen its strategic 
planning framework, linking country programs with the guiding 
principles agreed for the Eighth Replenishment, and undertaking 
ongoing evaluation and adjustment of Bank-supported activities as 
experience is gained. Strategic planning provides a framework for 
policy and operational decisions by Management and the Board. 
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2.4 Within such an overall framework, Bank programs must be fashioned 
with the recognition that cowtries are at different stages of 
development and at different levels of social and political 
modernization. In many cases, structural economic and social 
changes, while admittedly difficult to implement, alone can lead to 
internationally integrated economies and democratic societies. In 
other Countries, these reforms, while necessary, will not be 
sufficient to lead to  rustrinrble growth until institutions are 
further daveloped urd social conditions axe established that can 
support the new economic struc*kuret being created. For a few 
countries, the task is even more basic: to create viable 
structures utd institutions that can effectively carry out the 
legitimate core functions of the S t a t e .  

2.5, Therefore, the Bank cannot have a single, uniform approach 
applicable to all countries in the region. The specifics of the 
Bank's role rnd lending emphasis will vary depending on the 
conditions in each borrowing member country and its stage of 
development. These specifics emerge from a process that begins 
with country-level analytic work on socioeconomic issues and 
includes structural analysis of the countries' economic and social 
policies and problems. This provides the basis for country 
strategies, which, along with the analysis of the Bank's portfolio 
in the respective countries, orients the country programming 
exercise. ïhis work will continue being coordinated with work of 
other bilateral and multilateral institutions. 

2.6 In summary, the Bank is in a unique position to assist its 
borrowing member countries in making efforts that will lead to 
sustainable development in the 1990s. As stated in Chapter I, the 
Bank is now the official lending institution best placed to provide 
net financial flows to the region, and particularly to the poorer 
countries. Moreover, as a regional institution with heavy emphasis 
on a close and continuing dialogue with member countries that are 
both important shareholders and borrowers, and with an extensive 
network of Country Offices, the Bank has a strong comparative 
advantage in assisting its borrowing member countries in the task 
of restructuring their economies to face the competitive world of 
the next century. 

2. KEY AREAS OF BANK ACTIVITY 

2.7  From the analysis in Chapter I of the challenges facing the region, 
three general areas emerge as crucial for IDB involvement: 
(i) poverty reduction and social equity, (ii) modernization and 
integration, and (iii) the environment. These are not new areas 
for Bank involvement but they are areas where the Bank can bring 
its experience and expertise to bear in a more focused and refined 
way to help borrowing member countries meet the challenges they 
face. Governors, in the Seventh Replenishment, identified four 
areas of particular importance fo r  Bank action: (i) low-income 
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beneficiaries, (i&) women in development, (iii) environmental 
management, and (iv) support for microentrepreneurs. These areas 
have beco- an integral part of Bank operrtions and will continue 
to be pursued during the Eighth Replenishment in all areas of Bank 
activity . 

A. Poverty.reduction and soci81 equity 

2.8 The region continues to face difficult problems in the social 
sphere. The significant gains o d e  in social indices during the 
1950s. 19600, axxi 1970s were eroded during the 1980s. Deter- 
ioration in -the social infrastructure, in the sector's public 
institutions; and in service delivery systems could worsen in the 

- future if the present trend continues. Action needs to be taken 
1sow to reverse this trand. Sound macroeconomic policies must be 
adopted t o  avoid further erosion of the buying power of wages and 
to eliminate the distortions that affect development of labor 
markets and the productive sectors, especially agriculture. Macro- 
economic reforms are necessary but not sufficient to ensure more 
and better opportunities for the poor to enter into productive 
activities. Implementation of sound PPrcroeconomic policies must be 
coupled with a renewed national dialogue that will lead to the 
development of an agenda for social reform based on a solid 
political consensus. Reforms must aim to broaden social programs 
and guarantee full participation of all segments of the population, 
especially the poor, in productive activities, thereby promoting 
social and political stability. Lastly, programs targeted at 
poverty alleviation need to be implemented. 

2.9 The Bank will thus need to provide support t o  the borrowing member 
countries to entrench economic reforms ; to äevelop and implement, 
on the basis of a solid political consensus, a renewed social 
agenda; and to simultaneously ensure an adequate safety net for the 
poor. The Bank's support must be guided by the principle of 
assisting borrowing member countries to bring to the vast majority 
of their populations the full benefits of economic growth, by 
creating jobs and broadening the business base. 

2.10 Social policy reform is a complex task that needs to emanate from 
the political will of each member country. Bank country strategy, 
operations and dialogue should be supportive of and complement 
national efforts. In the context of a full dialogue with borrowing 
members and mutual agreement on the priority to be accorded social 
projects, the Bank will, during the Eighth Replenishment, increase 
the number of social projects and the proportion of lending devoted 
to social sector operations. However, the capacity of most 
borrowers to manage effectively operations in the social sectors is 
still limited. For most operations in these sectors, this means 
project preparation and execution require greater staff inputs and 
longer gestation periods. This also means that added emphasis must 
be placed on institution-building operations which, by the very 
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nature of these operations, translates into 8 greater number of 
smaller size operations than the average in other sectors. 

The role of the Bank 

2.11 The Bank will act on a variety of fronts to 8ttrin the objectives 
set for social reform and poverty reduction. 

(a) First, by analyzing, in concert with borrowing member coun- 
tries, the causes of poverty and the constraints to social 
progress in member countries. The Bank w i l l  produce more 
in-depth .country-level analyses of poverty and the social 
sectors, so as to enable the full integration of poverty 
reduction anä social equity issues within the country program- 
ming process. The goal i s  to complete such analyses for a 
substantially larger number of member countries in the coming 
years, w i t h  a view to achieving full coverage of our borrowing 
member countries in the near future. Such studies will include 
an analysis of the financial gap for social sector development 
in each country. As part of its analytic work the Bank will 
support improvements in the data on poverty and living 
standards and social indicators in the region's countries, and 
will periodically conduct studies to assess the progress being 
achieved in the social sectors in the region. The Bank will 
also produce a review once every two years summarizing the 
contribution of Bank operations to the region's progress in 
addressing social needs and reducing poverty. 

(b) Second, the Bank will utilize its programming process to reach 
agreement with each country on the design of a strategy which 
has as one of its central aims the reduction of poverty and 
social sector reform. Available mechanisms for undertaking 
studies and formulating programs and projects will be placed at 
the service of the Bank's member countries, including pre- 
investment loans, the Bank's Project Preparation Facility and 
other technical-assistance operations. These efforts will lead 
to a dialogue with each country, with a view to identifying and 
agreeing on priority areas for Bank action at the country 
level. In the development of this pipeline, special attention 
will be paid to the actions of bilateral and other multilateral 
institutions, as increased coordination of efforts is necessary 
to avoid undesirable duplication. 

( c )  Third, the Bank will further strengthen the capacity of its 
Country Offices in the social areas, so that the Offices can 
play a strong role both in the early identification and 
preparation of prospective operations and in monitoring and 
supervising their execution, maintaining throughout an ongoing 
dialogue with government authorities. 
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(d) Fourth, the Bank will begin to work more systematically with 
borrowing member countries to evaluate the financial sustain- 
ability of social sector projects after conclusion of their 
execution. Ex post evaluation of social projects vil1 be 
included in the annual propam of the Evaluation Office. 

2.12 Bringing about a significant reduction in poverty levels is an 
objecti-ve that must be approached simultaneously on a number of 
fronts. 

(a) The central objective of refonus of social expenditures in 
borrowing-countries should be to rapidly improve the efficiency 
and equi'ty of government action. Social policy adjustments and 
reforms- should include a review uid reallocation of public 
spending towarâs and/or within the social sectors, since 
durable reduction of poverty and improvement of human capital 
formation can be achieved only through sustained budgetary 
effort with the aim of developing and implementing poverty 
reduction programs. The Bank will use its dialogue with 
governments and its financial and technical-cooperation 
resources to provide assistance in policy design and to improve 
the efficiency and equiry of social expenditures, while acting 
as a catalyst to increase external resource flows into the 
social sectors through its interagency coordination and 
cofinancing activities. 

(b) The most pressing problems of critical poverty must sometimes 
be addressed through emergency programs. In the short run, the 
harshest aspects of poverty can be mitigated through social 
investment funds and targeted assistance programs that offer 
protection for the most vulnerable segments of the population, 
working with governments in initiatives that can have an 
immediate impact, especially during adjustment programs. 
Emergency employment programs can also significantly increase 
the demand for labor. 

(c) New investments are needed in human resources, mainly in the 
areas of education, health care, and vocational training, both 
to improve equity and to raise the productivity of human 
resources. The creation of a workforce that is healthier, 
better trained, and more productive is essential to increasing 
employment, modernizing production processes, and achieving 
social policy reforms that enhance the efficiency and equity of 
the economic system. The Bank will continue its support for 
such human resource programs. In these programs, consideration 
will be given to expenditure on nutrition, health, and edu- 
cation as an investment in human capital, thereby making, on a 
case-by-case basis and where fully justified, a portion of the 
recurrent costs of social projects eligible for financing. The 
aim is that, within a limited time horizon, the recurrent costs 
of these programs should be financed fully with the countries' 
own resources. 
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(d) Coverniaent efforts to decentralize social programs should be 
encouraged. The decentralization of decision-making to local 
levels that are closer to the beneficiaries, coupled with the 
necessary institutional and financial strengthening of the 
respective agencies, will enhance the efficiency of allocations 
overall. The Bank's role in this process will be to provide 
support to interested governments in implementing coherent 
strategies of decentralization, including through lending 
operations to support local programs. 

(e) The Bank's sturâard texas and conditions may not be appropriate 
for all social projects. Accordingly, the Bank should explore 
the possibility of adjusting t e m  and grace periods of social 
sector 1081~ to take account of the distinct features of these 
projects. The financial inplications for the Bank of such 
8djustments should also be considered. 

2.13 The nature of poverty and social equity calls for a wide range of 
activities closely linked to social reform and poverty reduction. 
They include initiatives in education, health, sanitation, 
nutrition and housing iolutions as well as activities reaching 
beyond the traditionally defined social rectors, in the fields of 
urban and rural development, job creation,-particularly through the 
microenterprise and small business sectors, environment and the 
modernization of the State, to the extent that these address issues 
of social equity and poverty reduction. 

2.14 Special attention will be paid to the needs of low-income groups 
through programs and pro j ects in the following areas : preschool 
and basic (primary and secondary) education; primary health care, 
mother and child health, and nutrition; slum upgrading; and actions 
to boost the production capacity of small farmers and 
microenterprises. 

2.15 In monitoring implementation of the high priority given to poverty 
reduction in its lending program, the Bank will through its 
programming process identify as poverty-targeted investments, those 
operations which meet either one of the two following criteria: 
first, the project or program is geographically targeted to poor 
beneficiaries or, second, it is determined that a significant 
majority of the beneficiaries of a project or program, according to 
conditions prevailing in each country, are poor. All investment 
loans presented to the Board will state whether the project or 
program meets at least one of these two criteria, and how this is 
achieved. Management will monitor and report annually to the Board 
of Executive Directors on the proportion of lending which meets one 
or both of these criteria, and will propose to the Board any 
adjustments necessary to ensure that the Bank is adequately 
addressing its objective of poverty reduction. Finally, the Bank 
will develop programs with agencies in borrowing countries to 
improve the database on poverty, and will use improved &ta to 
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2.16 

2.17 

2.18 

2.19 

2.20 

enhance, through country programming as well as project design, the 
poverty focus of its operations. 

The Bank will support the region in three closely linked areas: 
(i) the needs of families, women, and young people; (ii) health and 
nutrition; urd (iii) human capital formation. 

The family, women, J,/ urd youth 

Poverty is a multifaceted phenomenon, which manifests itself at the 
f d l y  and individual level as a broad range of deficiencies in 
income urd access to basic servicas (health, education, housing, 
social security, justice) und meager opporrunitirr for eæployment 
and for personal and social deveïqnmnt. m s e  deficiencies have a 
dramatic negative effect on the living conditiono of families and 
their overall quality of life. 

In pursuance of its poverty-reduction objective, the Bank will 
promote projects that benefit the most wlnerrble segments of the 
population, particularly women, adolescents, and children. These 
efforts will make a positive contribution to achieving other Bank 
objectives, e.g. the objectives of moäernization of production and 
conservation of the environment. 

Continuing with the work it began during the Seventh Replenishment, 
the Bank will assist borrowing member countries to strengthen the 
contribution of women to the development process and enhance the 
benefits accruing to women under Bank-financed programs and 
projects. 

Actions targeted towards women yield substantial social returns, in 
addition to the economic benefits accruing to individual partici- 
pants. Hence, the need to actively support women in overall family 
development, in their contributions to local community organiza- 
tions, in generating income for the family group, and in taking 
into account women's specific health needs. Access to basic 
services and greater involvement in training programs will not only 
help women realize their potential but will also improve their 
productivity and access to the job market. 

L/ The Bank took meaningful action in this connection during the 
Seventh Replenishment period, as may be gathered from the reports 
prepared in accordance with the operating policy on women in 
development (GP-114-3). That policy calls for the submission, 
every two years, of an evaluation of the Bank's action plan on 
women in development. The most recent of those reports outlines 
accomplishments under the three major initiatives - programming, 
project design and analysis, and institutional strengthening. 
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2.21 The Bank will monitor this area closely to ensure that the 
particular needs of women are taken into account in program and 
project design. Particularly important is the need to provide 
stronger support services urd to make such services available at 
convenient times to fit women's work schedules, now that women are 
shouldering more and more responsibilities outside the home. 

2.22 For t population to rise out of poverty, there must be opportu- 
. nities for its young people. A vast number of children and 
adolescents in the region are not part of the education system or 
the job market. This Is at once a serious social problem and a 
waste of a nation's greatest asset- ita young people. If poverty 
is to be conquered for future generations, action must be taken now 
to satisfy the nutritional, health care, and educational needs of 
young people, so that they may share fully in the economic develop- 
ment and social and cultural advancement of their societies. 
Efforts deployed to this end will at the same time bolster the 
human capital base of the region's countries, which is a sine qua 
ROR of sustained economic growth. 

2.23 Specific components of the Bank's assistance to the family, women 
and youth, while they will vary by country, span a wiäe range of 
activities: 

(i) Prenatal and mother and child care facilities offering 
comprehensive health, nutrition and family planning and 
support services. 

(ii) Programs which improve access to capital and production 
inputs for low-income families. 

(iii) Income- and employment-generating activities and adult 
education for women, since a positive correlation exists 
with the quality of life of children. 

(iv) Programs that offer housing solutions. 

Health and nutrition 

2 . 2 4  Deficiencies in health and nutrition continue to be a serious 
obstacle to efforts to build more modern economies and societies in 
Latin America and the Caribbean. Only a healthy, well-fed populace 
will be able to rise to the new challenges posed by economic and 
social development. Good health requires good nutrition, and a 
proper diet has direct and positive effects on intellectual 
capacity as well. The Bank's agenda for the coming years will 
afford due priority to working with countries to set up more 
efficient health-care delivery and nutrition services. 

2.25 In the health sector, emphasis will be placed on preventive 
measures and on primary health care. Priority will be given to 
combating infectious and contagious diseases, as well as to 
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reducing infant and child mortality. Within this context and 
working with specialized agencies, major objectives of the Bank 
will be to assist in bringing about full coverage in inoculation, 
to provide assistance for mass vaccination campaigns for infants 
and school-age children, and to support implementation of environ- 
mental health projects, particularly in the water supply and 
sanitation subsactors. Likewise, the Bank will continue to support 
programs geared to improving the provision of services in the 
health sector, utd the reform and modernization of the sector, 
including hospitals. 

Poreution of  zntmur capital 

2.26 Improving education is particularly important for the consolidation 
of economic and social development. Investaent in education has a 
direct impact on labor productivity, and therefore on employment 
opportunities, and is a necessary complement to investment in 
physical capital. The transmission urd assimilation of scientific 
knowledge and new technologies requires a well-educated populace. 
From a political viewpoint, democracy demands an educated and 
informed electorate. Education will also help reduce inequalities 
in income distribution and facilitate social mobility, and is 
especially important for women, given its benefits in improving 
family welfare and the status of women. The Bank will assist 
programs in the following areas for support: 

(i) Preschool, primary, and secondary education, with associated 
health and nutrition services where practicable. 

(ii) Skills training, technical, vocational, higher education and 
its reform and modernization, to produce a workforce that 
can adapt to the needs of a new century. 

Indigenous groups 

2.27 Indigenous groups, who coqrise a distinctive and significant 
segment of the population of the region, are endowed with a rich 
cultural and linguistic heritage and have developed social and 
economic practices that are well suited to the fragile ecosystems 
they inhabit. Indigenous groups typically belong to the poorest 
economic strata. Accordingly, project design and execution 
mechanisms should seek to strengthen the capacity of indigenous 
groups to undertake and implement development projects. In 
recognition of the important role of indigenous groups as both 
contributors to and benef iciariac of future development efforts in 
the region, the Bank has played a catalytic role in the recent 
creation of the Fund for the Development of the Indigenous Peoples 
of Latin America and the Caribbean. This initiative will be 
instrumental in defining Bank poverty alleviation strategies and 
action in support of indigenous development. The Bank will step up 
its efforts to obtain additional financing for programs benefiting 
indigenous groups in order to adequately address their needs. 



- 23 - 

Indicative targets 

2.28 The hnk made a significant contribution to the funding of social 
sector projects and of projects geared to reduction of poverty in 
the region between 1979 and 1992. The Burit has been particularly 
important in its support for the poorest countries of the region. 
The Bank's strong contribution reflects i t s  historic e8phasis and 
recognized leadc.rship in socirï projects. Bank lending in the 
Social area has increased steadily in the last decade, and will 
account for approximately 25 percent of total lending during the 
Seventh Replenishment. 

2.29 For the Eighth Replenishment, the Bank intends to achieve a further 
increase in lending addressing social needs, equity, urd poverty 
reduction. The Bank's objective during the Ei&th  Replenishment is 
to b e  operations in the areas of activity referred to in 
paragraph 2.13 account for 40 percent of the total volume and 
50 percent of tha total d e r  of Bank operations; this increase 
will be achieved in a gradual PuInCr bearing in mind other 
considerations, especially the quality of the projects. 

B. Modernization and integration 

2.30 In order for the countries of the region to be internationally 
competitive and address social needs, it is assential that they 
modernize their production structures and their public sectors; 
they nust 8lSO have appropriate financial and legal institutions. 
Their participation in world markets is an important ingredient in 
this modernization process. 

2.31 Economic integration in subregional and regional markets is one way 
to achieve the ultimate objective of a multilateral opening up 
vis-à-vis the rest of the world, on a nondiscriminatory basis. 
Trade and economic integration agreements provide a foundation for 
domestic market expansion and an incentive for domestic firms to 
produce goods and services af better quality, in greater quantity, 
and at a lower cost. Moreover, integration agreements help to 
consolidate the important structural reforms already undertaken. 

2.32 Greater integration has been a rather elusive goal of the region. 
While the schemes of the last thirty years were inwardly 
integrationist, they were outwardly protectionist. Today's efforts 
are different. They are being built around economic reform and 
trade liberalization with the goal of generating efficient regional 
trade as a means of improving the region's ability to compete in 
international markets. In large measure this results from the 
realization that the potential of export-led growth can only be 
achieved with access to the markets of countries outside Latin 
America and the Caribbean. As experience in other parts of the 
world demonstrates, the widening of markets through regional 
integration can make firms more competitive by taking advantage of 
economies of scale, buying inputs from the cheapest regional source 
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and by having access to a greater range of production factors. In 
addition, greater integration at the level of entrepreneurs can 
also make an important contribution to the modernization of the 
private sector's institutional structures, thereby strengthening 
these entrepreneurs' ability to compete. 

2.33 However, it is a complex task to create the conditions for 
development of the private sector and to foster the opening up of 
the economy at the same time. The pressures that a more 
competitive market exerts on the productive sectors are transmitted 
by different economic groups as pressures upon the public sector. 
Democratic governments have to raconcile there pressures, and at 
the SUI% time address the ¿eman& of a society that insists upon 
greater efficiency from the public institutions, greater 
accountability and transparency in government actions, and 
attention to the most pressing needs of the poor. These goals 
require the institutionalization of more flexible, competent, and 
reli8ble syatems of governance based on clear and equitably 
enforced rules, and on respect for human'and civil rights. 

2.34 Xoâernîtatiaa of production stnactures. Tht ability of countries 
to compete internationally not only depends on exploiting the com- 
parative advantages associated with lower factor costs and improved 
market access, but also on increasing the productivity of 
investment and having dynamic and flexible organizations in 
agriculture, manufacturing, and services. Competition in national 
and regional markets helps to create the adaptability needed to 
compete internationally and fosters the development of dynamic and 
flexible organizations that are able to respond quickly to varying 
consumer requirements and changing demand conditions. 

2.3s In this regard the Bank can use technical-assistance and loan 
resources in support of national and regional efforts for: 

(a) Promoting domestic and foreign private investment. As 
countries move to rely more on the private sector as the 
engine for growth, they must create an environment that is 
conducive to investment, both domestic and foreign. This 
means that governments will have to pursue appropriate macro- 
economic policies and achieve social and political stability 
while addressing issues such as property rights, financial 
sector reform, pricing, privatization, taxation, labor 
legislation, deregulation, treatment of foreign capital and 
the development of a more skilled labor force. Foreign direct 
investment, from both inside and outside the region, can also 
carry important side benefits for modernization in the form of 
better business practices, better knowledge of foreign 
markets, development of a skilled labor force, and transfer of 
technology. Bank efforts in this area will be concentrated on 
programs aimed at financial and public sector reform, invest- 
ment sector loans (supporting deregulation and other steps to 
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encourage private investment), and provision of technical 
cooperation. Finally, the Bank should also seek to facilitate 
stronger ties between the region's private sector and that of 
its nonborrowing menber countries, particularly in the 
investment sphere. 

(b) Institutional strengthening and development of the infra- 
structure necessary for skills training and for technology 
generation and disseæiniition. An increasingly critical factor 
in economic propess is technological change. Meeting the 
challenge of today's international marketplace requires that 
countries incorporate m&rn technology , which implies 
building up the necessary hirun capital urd technological 
infrastructure. As ouccessful experience has shown, the 
foundation for effective generation and diffusion of new ' 

technology is a sound system of primary urd secondary educa- 
tion, ensuring a capable 8nd flexible workforce. Provision of 
more and better technical trainfng, tied to the workplace, is 
also critical. In addition, iodcrnization, strengthening, and 
equitable public funding of higher educrtíon systems can help 
provide the highly skilled human capital and the research 
infrastructure needed to adrpt, absorb, and disseminate 
constantly changing technologies. Programs aimed at the 
technological upgrading of -11 and medium-sized enterprises 
can be particularly beneficial, as experience in other regions 
demonstrates. Finally, development of links among 
institutions within the region, and the linking of the 
region's institutions to the international technological 
network, can contribute to competitiveness in the region. In 
all these areas, close cooperation between public and private 
sectors in the region is essential. The Bank will support 
borrowing member initiatives in the above areas to advance 
technological development in the region. 

(c) Ensuring a friendly environment for small and medium-sized 
firms. A n  important element in the modernization and social 
integration process is the creation of an environment in which 
small and medium-sized business can flourish. Experience in 
other parts of the world has demonstrated that this sector is 
well suited to channeling entrepreneurial creativity, 
effective at putting new technologies to use, and often the 
most dynamic source of new employment opportunities. The aim 
is twofold: to create the conditions for existing businesses 
to flourish and grow, fostering a dynamic small and medium- 
sized business sector; and to extend these conditions to 
ensure that microenterprises also have scope to develop, so 
that economic activity in the informal sectors can be 
gradually assimilated. Key to business-base expansion will be 
a modern financial sector that supports entrepreneurial 
creativity by providing small and medium-sized businesses 
access to appropriate financing. 
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(d) Financial sector reform and modernization. While foreign 
investment and borrowing will play a significant role in 
private sector growth and development, theBe flows are neither 
sufficient nor are they always stable or predictable. 
Economic growth, therefore, requires the efficient 
mobilization of domestic financial resources. Bank objectives 
will be to foster the emergence of new and varied sources of 
longer-term savings in the domestic urkets; develop the 
necessary instruæents and infrastructure for mobilizing 
domestic savings; ensure access by all to financial services, 
especially micro, sntall, and medium-shad enterprises; promote 
maxi mu^^^ efficiency in order to reduce the spread between 
deposit and lending rates of interest, through appropriate 
nricroecononic policy and the promotion of competition; and 
assure the adequacy of supervisory and regulatory systems. 

(e) Programs to provide necessary infrastructure in E U C ~  areas as 
energy and transportation. A n  internationally competitive 
productive sector requires a secure supply of competitively 
priced energy and other inputs. Equally important is access 
to efficient urd reliable transportation and communications 
systems that facilitate national, regional, and international 
trade. Since much of this infrastructure suffered from the 
fiscal crisis of the last decade, substantial investments are 
required to expand, modernize, and maintain facilities and 
provide for regionally integrate8 systems. In many countries 
today, the State is transferring to the private sector major 
responsibility for providing these semices. Where needed, 
the Bank will continue to seek innovative means within 
existing Bank policy to ensure that long-term financing is 
available for private investment in infrastructure. 

(f) Strengthening and modernizing the agricultural sector. Agri- 
culture in the region has two distinct segments: one that is 
linked to export and another that is oriented to the 
production of basic foodstuffs, primarily for the internal 
market. The latter is now in the midst of an adjustment 
process that seeks to reverse the serious setbacks it suffered 
in recent years, as reflected in low production levels, low 
competitiveness and, overall, declining rural living 
standards. Thus, the basic foodstuffs segment, which is 
closely related to low-income groups, will have to modernize 
in order to cut costs and improve competitiveness. Export- 
oriented agriculture will have to adjust to the new realities 
emerging from the GATT's Uruguay Round. Efforts must be 
directed at enhancing competitiveness at regional and 
international levels and substituting for crops with declining 
commercial potential. In this regard, particular attention 
should be given to programs that benefit productive capacity 
and marketing of small producers. It is therefore of 
fundamental importance that the efforts of the Bank and its 
member countries be geared towards supporting programs that 
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enhance access to new technologies through applied research 
and extension programs, expanded access to credit 
(particularly for mall producers), and increased efficiency 
at both the production and marketing stages. As part of this 
strategy, support will need to be given for: remval of price 
distortions; access to and security of land tenure; training 
urd extension activities; institutional strengthening and 
development of the infrastructure necassary for the generation 
and dissemination of agricultural technology; product 
strndardization and grading efforts; and iwestment in irriga- 
tion, rural transportation, coæmtnications, and storage and 
marketing infrastructure. 

2.36 Ibdernímtian/reform of tñe public 8ector. While the private 
sector is becoming the main engine of growth in the region, the 
long-term success of this model requires an efficient public 
sector. It is therefore necessary to continue building a more 

. modern and effective State which is accountable and conducts its 
activities in a transparent manner. Increasingly countries are 
concentrating the role of the State in the economy on: 

(a) Maintaining macroeconomic stability with eocial equity; 

(b) Providing social services efficiently and creating and 
maintaining financially sound social security systems and 
social safety nets; 

(c) Developing the necessary infrastructure and the appropriate 
legal and regulatory framework for development of the 
productive sectors; and 

(d) Providing an appropriate environment for development of the 
financial sector, including the regulatory apparatus. 

It is also recognized that democracy and respect for human rights 
have helped create appropriate conditions for development. 

2.37 The Bank can help governments that request assistance in carrying 
out these tasks by supporting their efforts to: 

(a) Achieve and maintain macroeconomic stability. Given its 
fundamental importance, macro stability will continue to be a 
major part of the country dialogue. While the focus will be 
on consolidating and maintaining macroeconomic stability in 
countries that have already undertaken adjustment programs, 
the Bank will support other countries' adjustment processes 
with sector lending. 

(b) Establish social sector policies and programs. In order to 
tackle the social problems they face today, the countries of 
the region will have to meet the challenge of improving the 
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mechanisms and effectiveness of social programs, including the 
reform of social security systems, in a context of severe 
budget constraints. 

(c) Reform tax and budgetary systems. Improving tax systems and 
increasing tax revenues is critical to the development of an 
effective public sector capable of addressing the needs of 
moäern societies, particularly in the social rectors. The tut 
system needs to be strengthened and made more equitable by 
broadening the tax base and improving tax administration, 
including compliance. Expenditure 8yStsiPr need to be aimed at 
better income distribution urd the rationalization of public 
expenditures, including military expenditures. 

(d) Modernize the public sector and move forward with the process 
of privatization. To make the region's economies more 
efficient, it is necessary to restructure the public sector 
and redefine the State's role and involvement in the various 
sectors of the economy. The countries of the region should 
continue to move ahead with public sector restructuring and 
privatization. The Bonk will continue to lend support to 
these processes through programs designed to facilitate the 
transfer of employees to the private sector. Other specific 
areas of assistance could include strengthening the capability 
to enforce existing laws, regulations and contracts, and 
modernizing and streamlining government procurement 
procedures. 

(e) Strengthen public institutions. Effective and efficient 
government will require institutional strengthening of the 
executive, legislative, and judicial branches, and other 
public entities. The success of this effort will hinge on the 
availability of properly trained and appropriately motivated 
managerial and technical staff at all levels of institutions. 
The upgrading of budgetary and regulatory controls is likewise 
a key element in this process. Although considerable progress 
towards institutional reform has already been made by the 
countries of the region, it is a complex, long-term process 
that frequently involves the decentralization of functions. 
The Bank should support decentralization efforts, when 
appropriate, channeling funding and technical assistance to 
programs designed to: (i) strengthen local capability for 
planning, formulation, implementation, and evaluation of 
development projects; and (ii) support central government 
efforts to decentralize functions to the local level and to 
strengthen their policy-setting role in individual sectors. 

(f) Strengthen the capacity to prepare and execute development 
programs and projects. A modern public sector must have the 
ability to turn plans and proposals into actual investments. 
Yet, the public sector's capability to develop and execute 
projects has been severely reduced by the region's financial 
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crisis. The Bank will therefore devote special attention to 
thio important area, through loans and technical assistance 
abed at enhancing the public sector's capacity to: 
(i) design, execute, monitor and evaluate public imestment 
programs; (ii) strengthen the legal framework for the 
efficient approval and execution of investment programs; and 
(iii) .develop and implement training program for government 
employees in project design rnd execution. 

Establish appropriate regulatory and supervision functions. 
In or&r to easure the appropriate functioning of markets, IL~W 
regulatory frameworks are needed, especially &ere monopolies 
are shifted from the public sector to the private sector. In 
some countries, market conditions require developing appro- 
priate policies and mechanisms to handle market imperfections. 
In other countries, there is a need to develop the regulatory 
framework required for international trade. Especially 
important areas for the development of appropriate regulations 
are finance, trade, public services, labor relations, 8nd the 
environment. 

Promote strengthening and modtrnization of the judicial 
system. Like the social sectors, judicial system have 
suffered under the limitations imposed by the scarce 
availability of resources in the wake of Latin America's 
fiscal crisis. In order to reinforce judicial systems, 
simultaneous action is called for on various fronts: court 
caseloads need to be lightened and procedures streamlined; 
more resources need to be provided for judicial 
administration; available resources need to be managed more 
efficiently; and methods need to be designed for assessment 
and follow-up. Bank support should be geared towards ensuring 
that the judicial system is independent and effective, that it 
guarantees the rights of citizens, and that it contributes to 
effective and rapid settlement of disputes. 

Support to national parliaments. The proper functioning of 
parliaments is an essential condition for consolidating 
democratic systems and ensuring the quality of laws. The Bank 
will lend its support to policies and programs aimed at 
modernizing and improving effectiveness of parliaments. 

C.  The environment 

past 10 years have seen a substantial rise in awareness of the 
scope and gravity of the environmental problems facing the region. 
Awareness that poverty contributes to aggravating many of the 
region's environmental problems, both in rural and urban areas, has 
also grown. Throughout the region, it is clear that reducing 
poverty levels and improving the environment will mutually 
reinforce each other. 
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2.39 The urban environment has changed dramatically in the last few 
decades in Latin America. Nearly 75 percent of the region's 
inhabitants now live in cities. Current projections show that in 
the last decade of the century the urban population will increase 
by approximately 100 million, exceeding 400 million by the year 
2000. At the s a w  time, urban areas have developed into inäustrirl 
centers. This concentration of p8opìe and ~nduotrfal activity has 
had serious repercussions in terms of the environment and public 
health. The enormous problems involved in accommodating such 
growth are well known, and public services in the region's cities 
have become ovemhelmed, as for instance in potable water, 
collection and treatment of industrial and domestic wastewater, air 
pollution control, the maintenance of p u b  and other green spaces, 
and the collection, recycling 8nd disposal of solid waste, 
including toxic waste. Quality of life in Latin American cities is 
also being impaired by the shortage of housing, lack of public 
semices, and the overexploitation of natural resources both within 
the cities and in the surrounding areas. 

2.40 The region's rural areas also face environmental challenges such as 
preventing or containing soil erosion caused by water and wind, 
salinization, and other forms of luid degradation; ensuring that 
land and water are used in a sustainable manner; containing urban 
sprawl towards fertile farmland; preventing pollution by 
agricultural, mining, and other industrial activities; and 
preventing desertification, deforestation, and the consequent loss 
of biological diversity. It is also crucial t o  improve living 
standards and open up sustainable economic opportunities for the 
rural population, in order to contain migration to the cities and 
to the remaining forest areas. 

2.41 Ideally, environmental protection in the countries of the region 
would reflect a global approach that highlights the universal 
benefits of proper environmental management to all those who 
inhabit our planet. Ch the one hand, the Rio Declaration of 1992 
recognizes that, "in view of the different contributions t o  global 
environmental degradation, States have common but differentiated 
responsibilities. The developed countries acknowledge the 
responsibility that they bear in the international pursuit of 
sustainable development in view of the pressures their societies 
place on the global environment and of the technologies and 
financial resources they command." On the other hand, account must 
be taken of the significant economic costs developing countries 
must bear in shifting rapidly towards the goal of sustainable 
development. Therefore, solutions to environmental problems, 
especially global problems, m u s t  take imaginative approaches and 
must envision the availability of financing on concessional terms 
for environmental projects and components with distinctly global 
benefits including, for example, projects related to the 
implementation of the Biodiversity and Climate Change Conventions. 
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2.42  In addition to assisting borrowing giambers in direct environmental 
programs, the Bank will continue its firm commitment to work with 
borrowing members to ensure that all the operations it finances are 
environmentally sustainable. Efforts will continue to include, 
where warranted, components of direct benefit to the environment in 
the projects the IDB finances. In all projects, the approach 
supported will be as economically efficient as possible, while also 
seeking to minimize negative environmental impacts. 

DuriG the course of the E i g h t h  Replenishment, the Bank will ensure 
that its emironmental guidalines are extended to cover possible 
environmental effects in other activities, such as agriculture, 
transportation, watershed management, extractive activities, and 
mining. The Bunk will continue to update its internal guidelines 
on an ongoing basis and will strengthen its programs of staff 
training to ensure effective application of environmental 
standards. The Iknk Will &VelOp 8nd upcfite environment-related 
guidelines in a context of consultation and dialogue with relevant 
segments of the public. 

2.43 

2 . 4 4  The Bank has been strengthening its ability to assist countries in 
managing the more significant environmental problems facing the 
region. Through the programming process, the Bank will maintain a 
dialogue regarding overall environæental management issues, needs 
and solutions. In this context, the Bank will support borrowing 
member countries in the following areas: 

(a) Strengthening the environmental legal and regulatory framework, 
including Environmental Action Plans when requested by the 
borrowers. The Bank will continue to work with member 
countries to strengthen environmental legislation, establish 
regulations and concrete systems of incentives and sanctions 
aimed at promoting environmental conservation, and improve the 
management of institutions responsible for the environment and 
natural resources, including staff training, establishment of 
environmental monitoring systems and databases, and 
identification of environmental projects. Efforts to protect 
the environment should not focus exclusively on the regulatory 
framework but must also take into account long-term economic 
considerations and the search for cost-effective solutions. 
The use of market-driven instruments designed to offer 
effective incentives to conserve the environment and to 
apportion costs according to criteria of equity and economic 
efficiency provides the greatest assurances that a high level 
of compliance with environmental policies will be attained. 

(b) Strengthening environmental institutions. Everywhere in the 
region it will be necessary to overcome present inadequacies in 
legislation dealing with, and weaknesses in institutions 
responsible for, natural resources and the environment, if the 
trend towards environmental degradation is to be reversed. A 
significant effort must therefore be made to establish 
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efficient institutional mechanisms to address environmental 
matters, which entail the coordination of the decision-making 
process and the promotion of participation processes through 
local public and private organizations. Environmental 
management at the local level can play a fundamental role in 
allowing the population to t8ke part in creating a better 
environment. 

(c) improving the environmental quality of operations financed by 
the Bank. The enviroasiental usesnent process in place at the 
IDB idsntifies the envirortmental effects and consequences of 
all operations proposed for bralir fínuifiing. Ba&-financed 
operations will be 8upported by high-qualim envfrmmental 
assessments, 8powored by the nation81 8uthorlties, that 
reflect, inter d i a ,  consideration of project alternatives, the 
results of timely consultations with the affected populations, 
in accordance w i t h  current practices, urd, in the area of 
influence, the economic costs and benefits of the projects' 
environmental impact and/or of the associated protection 
measures. in the case of projects whose effects can easily be 
identified and monitored, project design will include measures 
t o  alleviate and control environmental damage. In the case of 
sector loans or other types of operations such as multisector 
credit loans, multiple works programs, and "time slice" 
operations, whose repercussions are not easily foreseen, the 
attention will be focused on the borrowing country's 
institutional capacity to respond to and manage the possible 
environmental consequences of those operations. The Bank will 
encourage its borrowing member countries to take into account 
the global environmental effects of Bank-financed operations. 
Also, it will continue to emphasize the provision of support 
and advisory assistance to the borrowing countries in 
connection with their efforts to ensure the highest possible 
environmental quality of their investments in development. The 
Bank will continue to promote this key aspect through its 
lending and technical-cooperation operations and training 
programs. 

(d) Promoting the conservation and efficient use of energy in the 
Bank's projects. The Bank will continue to assist borrowing 
member countries in adopting energy development strategies that 
are environmentally sustainable, by: 

(i) Elaborating integrated least-cost energy development 
plans which, taking into account the economic reality of 
each country, include practicable and available demand 
management as well as supply side measures. The Bank's 
lending to a borrower should be based on such plans when 
they exist. When a country has no updated plan for the 
energy sector, the Bank will support the elaboration or 
updating of such a plan. These plans should include an 
analysis of possible measures to foster efficient energy 
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use by end users and the use of nonconventional 
renewable energy options. These plans should, to the 
extent practicable, reflect the environmental costs and 
benefits in the area of influence of proposals for 
energy development. 

(ii) Promoting the efficient use of energy in the energy, 
industry and transport sectors, and, where practicable 
and appropriate, in the areas of urban renewal, m a l  
development and microenterprise, through the inclusion 
in projects financed by the Buik of appropriate 
measures, taking into account the  economic reality of 
each borrowing country. 

(iii) Developing and carrying out regional energy integration 
progrm. 

(e) IrPproving the urban environment. The Bank will step up its 
efforts t o  upgrade the urban environnent and improve living 
conditions for city dwellers. Operations in subsectors such as 
sanitation, transport, housing, and urban development will be 
coordinated with environmental strategies in the urban and 
regional spheres. Special attention will be paid to 
controlling pollution by industrial activities, vehicle 
emissions, and solid wastes, and to strengthening the pertinent 
regulatory authorities. 

(f) Management of natural resources. Despite a number of promising 
environmental conservation and management programs upon which 
countries have embarked in the region, the quality of water and 
soil resources continues to deteriorate, deforestation and 
desertification remain of concern, and losses in biological 
diversity are still being reported. The programs instituted to 
&te are making promising strides on a number of fronts: soil 
conservation; watershed management; reforestation to 
rehabilitate land; natural forest management; conservation of 
ecosystems and biodiversity by establishing protected areas and 
ensuring their sound management; conservation and management of 
coastal and island resources, including ecotourism; and 
fisheries conservation and management. The remedial measures 
being deployed will be valuable aids in the short run, but in 
the longer term, the solution to natural resource management 
problems will lie in an integrated approach to planning, 
conservation, and management. This will call for a convergence 
of sound policies, strong institutions, and planning resources. 
m e  central issues and target areas from the standpoint of Bank 
support are as follows: 

(i) The definition and adoption of sustainable agricultural 
practices that are consistent with the realities of the 
region, and take particularly into account the needs of 
low-income farmers, with due regard to land tenure 
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issues. Special emphasis will be placed on soil 
conservation in farmlands and critical watersheds. 

(ii) Assistance to borrowing member countries to develop 
viable fresh water sources and systems through a variety 
of initiatives, such lu;: developing and implementing 
guidelines; devising and employing intagrated approaches 
that will converge over time upon laut-cost solutions 
for investments in water resources development ; 
identifying and preparing projects and project 
components, including water consemation programs; and 
encouraging better m e  of water resources and aävances 
in water technology. The Bank will develop and 
implement guidelines on water resources management, 
which support an iutegrated approach to watershed 
management based on consideration of all sources and 
uses of water in a particular river basin. 

(iii) Sustainable management of forestry resources. The Bank 
will continue to support the conservation, reforestation 
and rehabilitation of forests, AS well as agroforestry. 
To assist borrowing countries in performing these 
activities, it will also provide assistance for 
strengthening pertinent institutions, training personnel 
and carrying out research. The IDB will finance 
activities that ensure the participation of local 
residents in the benefits of sustainable forest 
management. The sustainable and conservation-oriented 
management of forestry resources cannot take place 
without a firm commitment on the part of borrowing 
country governments. The Bank will actively seek that 
commitment and will support forestry operations, judged 
on their individual merits, only when it exists. The 
Bank will also support operations to foster such a 
commitment. In primary tropical moist forests, the Bank 
may support operations to enhance the ability of 
responsible agencies to manage forestry resources in a 
sustainable manner. However, the Bank does not finance 
commercial logging in these forests, nor the purchase of 
equipment for such purposes. 

(iv) An ongoing search for opportunities to aid in the 
conservation of biological diversity, with local 
community involvement. 

(v) Support for the conservation and management of the 
region's maritime resources. 

(vi) Continued attention to the environmental consequences of 
extractive activities, particularly pollution control 
and the restoration of degraded areas. 
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(g) Resettlement. The Bank will continue to apply the strategies 
and procedures devised for projects that require communities to 
be relocated. This will include consulting with the affected 
population at an early stage as well as during project 
execution, incorporating resettlement issues in environmental 
impact ~~sessments, and drawing up detailed resettlement plans 
as an integral part of the project and carrying them through. 
When a project has a resettlement component, the resettlement 
plan will be prepared at the earliest stages of project design 
and available at the t ime the project i s  presented to the 
Board. This resettlement plan is provided in environmental 
sumaries, urd emirormental ippact assessments. The Bank also 
will keep a list of ongaing projects that call for resettlement 
of comunities, and will continue to update its procedures arid 
guidelines in t h i s  area. 

(h) Information. Greater transparency in the Bank's operations, in 
tho form of readiar access to environmental information, will 
encourage community interest and participation in the 
environmental aspects of the Bank's projects and programs, with 
expected benefits in terms of the environmental quality of such 
projects and corininity support. The Bank will continue to work 
with its borrowing member countries to this end via the 
following actions: 

It will make available at Headquarters and in all 
Country Offices factual and technical information on the 
environmental impact of all projects throughout the 
preparation and implementation period. Such information 
will consist of environmental briefs and summaries 
prepared by Bank staff. 

The Bank expects borrowers to conduct consultation 
processes, for all projects which may have a significant 
negative impact. that are designed to elicit informed 
opinions from affected communities and other local 
parties having a legitimate direct interest in an 
operation, as part of the environmental assessment of 
environmentally significant operations. The Bank will 
strengthen its existing guidelines in this area. 

Before the Bank proceeds to its "Analysis Mission" for 
an operation requiring an environmental impact 
assessment, the environmental impact assessment would be 
made available in the borrowing country at some public 
place accessible to affected groups and local NGOs. 
Once the EIA is released locally and officially 
submitted tb the Bank, the E U  would be directly 
available to the public at Headquarters, in the Country 
Offices, and in the Special Office in Europe. If the 
Borrower objects to the broader release of the EIA 
outside of the borrowing country, the matter will be 
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taken to the Board of Executive Directors for a decision 
on how to proceed. 

Environmental aducation and training. Environmental education 
urd efforts to build an awareness of environmental issues and 
impacts will help preserve the environment and encourage 
communities to take a more active interest in environmental 
concerns. Accordingly, in the projerrs it finances, the Bank 
will foster such environmental awareness In local public and 
private groups. The education programs it finances will 
continue t o  build in an envitoniPent.1 studies anü education 
component wherever rrcscsssary or advisable. Among the wide 
range of initiatives to bQ tried urd promoted are simple, 
everyday conservation practicer, environmental education for 
women, and access to information on the local, regional, and 
global consequences that certain activities may be expected to 
have on the environment. Additionally, the Bank will continue 
to strass training for Its staff across sectors, to disseminate 
information and broaâen the responsibility of its staff for the 
environmental dimension of its operations. 

2 . 4 5  In order to meet the objectives and priorities outlined above, the 
Bank will not only continue using its traditional tools and 
modalities but will endeavor to find new ways to accelerate the 
ongoing process of restructuring and renewal in the region. The 
Bank will continue to be an institution that finances projects in 
infrastructure, the productive area, and social sectors through 
project loans, global credits, microenterprise financing, small 
projects and technical assistance. At the same time, it will work 
with those countries still undergoing policy changes with policy- 
based sector loans. In particular, the Bank will use sector loans 
to assist reforms in the social sectors, where the problems are not 
always related to funding but often have t o  do with delivery 
systems . 

2 . 4 6  To support this overall effort, the Bank has a unique asset in its 
Country Offices, which will be strengthened in order to increase 
their contribution in all areas of Bank activity, especially 
program formulation and portfolio management. 

A. Programming as Instrument 

2.47 The Bank will respond to the need to strengthen its overall 
programming process through: (1) the development of its own 
strategic planning function; and (2) the enhancement of the country 
programming exercise itself. The utmost will be done to streamline 
analytical efforts with other agencies to reduce redundancies and 
duplications. 
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2 .48  During the Eighth Replenishment, the country programming process 
will continue to be grounded in an intense and continuous dialogue 
with borrowing &ers, with the objective of identifyiw a 
mutually agreed-upon program of Bank financing axid technical 
cooperation. Each pu, for each borrowing member country, 
Management will present to the Board of E;itacutlve Dlrectors a new 
or revised country paper (CP), providing a basis for Board- 
Manageæent discussion of the 8Wtus of the country's portfolio and 
of planned areas for Burl: Group cooperation. 

2 . 4 9  Each new CP will provi& an assessment of the country's rconoipic 
policies and performance in relation to the objectives of the 
E i g h t h  Replenishment. In addition to the above, the CP will assess 
the impact of the external environment, cover expected broad levels 
of support for a given scenario, and review the current status of 
implementation of approved projects, including difficulties 
experienced in implementation, as reported in annual country 
portfolio assessments. 

2 . 5 0  A concise and issue-oriented paper on the medium-term strategic 
planning framework, âerived from the country progrumning process, 
covering a three- to four-year period will be provided each year to 
the Board of Executive Directors for consideration. This document 
will include a review of the Bank's proposed plans and activities 
in keeping with the priorities of the Eighth Replenishment 
agreement. Management will also prepare an annual Operational Plan 
which would set forth the Bank's lending program along with a 
notional allocation of all program resources (lending and technical 
cooperation) by sector and by country group. This document will 
provide the basis for the Administrative Budget to ensure that 
resources are available to meet the stated program goals. These 
documents will enable the Board and Management to undertake an 
annual review of the Bank's objectives - its policies, priorities 
and programs - and make it possible for the Bank to adjust to 
relevant changes in policies and to the results of program and 
project implementation. This annual review will be complemented by 
portfolio management reports provided to the Board of Executive 
Directors. 

B. Policy-based lending 

2.51 Policy-based lending (PBL) has allowed the Bank to become a major 
player in the restructuring of the region's economies through PBL 
directed towards supporting macroeconomic adjustment programs. The 
goal has been to achieve sustainable growth via policy reforms in 
the productive sectors, in fiscal and monetary policy and in 
financial markets. Practically all PBL activities are comprised of 
fungible resources for balance of payments support, and for debt 
reduction agreements, although multisector credit and investment 
programs have been combined in some hybrid loans. 
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2.52 Policy lending during the Eighth Replenishment will continue to 
support economic adjustment programs for those countries still in 
need of such financing, but greater emphasis will be on reforms in 
the public sector (i.e., in tax, budget and expenditure policies, 
institutional strengthening and support for sub-national 
governments), and promoting reforms in sectors neglected in the 
general adjustment process, in particular the rehabilitation and 
modernization of social sector infrasttucture and &livery systems. 
The Bank will continue to use investment mector loans 8s part of 
its support for the development and growth of the private sector. 

2.53 The policy-based lending modalities now in use are adequate for 
dealing with the special problems of the social sectors. However, 
some adjustmanto will be necessary to reflect the different nature 
and generally longer time horizon neeäed for effective social 
sector policy reform, compared t o  that for economic adjustment 
program. 

2 . 5 4  The financing of social sector reforms requires a full range of 
policy-based losns. PBL resources are needed when costs are not 
directly tied to investments, e.g., health care finance and 
delivery reform, institutional strengthening, and the development 
and implementation of cost recovery schemes. However, since PBL 
resources would be linked to the country's providing domestic 
resources for certain programs, loan disbursements would be 
tranched at the rate that costs are incurred. The effect would 
likely be to extend a PBL operation over a three- or four-year 
period. Costs tied directly to outlays associated with physical 
works would be financed through regular investment loans. The 
profile of investment costs and other financial outlays in the 
reform program will dictate the structure and design of the Bank's 
PBL financing package. 

2.55 The type of PBL expected during the Eighth Replenishment suggests 
that PBL operations, in relative terms, will be smaller than in the 
Seventh Replenishment which had a significant number of large loans 
to support macroeconomic adjustment programs and debt reduction. 
Policy-based lending will therefore not exceed 15 percent of the 
cumulative lending program under the Eighth Replenishment. 

C .  Technical cooperation 

2.56 Under its Charter, the Bank is charged with providing technical 
assistance as a primary function for implementing its purpose. 
Technical cooperation has always been important for the success of 
members' development efforts and the Bank's lending program 
overall. Technical cooperation has become crucial for the 
effective design and implementation of reform programs and new 
development strategies and will play an important role for issues 
of a regional nature such as the environment and integration. In 
addition, technical cooperation is a vital and growing part of Bank 
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efforts to support policy refom, institutional Strengthening and 
capacity building, especially in such sectors as human resources 
and environment, and regional tra& and integration initiatives. 
Given the impact these efforts c m  have on increasing a country's 
capacity to absorb Bank lending to achieve long-term development 
objectives, technical cooperation and its proper sequencing is M 
integral part of the p r o g r d n g  process. Technical coaperation is 
essential to identify, prepare urd implement projects and programs. 
Especially inportant for the B d ' s  operations is the Project 
Preparation Facility. 

2.57 The regional technical-cooperation program has been an important 
instrument for the Bank to take a proactive anâ supportive role in 
the development of new and irmovative approaches to the changing 
priorities of the region. Through this program, the Bank has made 
important contributions to the process of institutional development 
by supporting training and assistance in uaas  such as agricultural 
research, project evaluation, macroaconomic and sector policy 
analysis, energy planning, urban development, income distribution, 
technology, management, and environmental impact assessment. 
hiring the Eighth Replenishment, the Bank will review the 
effectiveness and the analytical nethods used in tcchnical- 
cooperation operations, and Hanagement will periodically present 
for Board consideration a programmatic framework for technical 
cooperation outlining clear priorities to m e t  growing demand. 

2.58 Given the strengthening of the integration process in the region 
and the increasing number of joint initiatives by the governments 
of member countries, the demand for regional technical cooperation 
is expected to continue growing in the future. In order to respond 
to this growing need, the Bank must diveroify the current sources 
of financing for regional operations, beyond nonreimbursable 
technical cooperation, by developing mechanisms which will allow 
all borrowing member countries to access reimbursable technical- 
cooperation and loan funds for high-priority regional initiatives. 

2.59 During the Eighth Replenishment, regional technical-cooperation 
resources will be directed towards activities which can best or 
only be supported through a regional approach, such as key 
multicountry initiatives and specialized training where economies 
of scale and sharing of national experiences are vital. Sector 
priorities will be those of the replenishment. 

2.60 While funding reimbursable technical-cooperation operations will 
not be a problem, sufficient funding for nonreimbursable technical 
cooperation is problematic. Nonreimbursable technical-cooperation 
operations financed from FSO income in convertible currencies is 
essential for institutional-strengthening efforts, capacity 
building and project preparation, especially in Group D countries, 
with priority given to countries in inverse relation to their per 
capita income. In addition, these resources could be used to 
finance technical cooperation which can best be carried out at the 
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regional level in support of the priorities of the Eighth 
Replenishment. These limited resources will be allocated through 
the country u111 regional programming processes according to the 
priorities of the IDB E i g h t h  Replenishment rgreement. 

2.61 In the past the Bank has financed nonreîmbursable technical- 
cooperation operations from bilateral funds and from FSO net 
income. However, bizater81 funds are directed to countries and 
activities specified by the donor country, and FSO net income 
aV8ihble h8o not been sufficient to meet the growing needs for 
technical-cooperation operations and for financing the Small 
Pro j ec ts programs. 

2.62 Resources for technical cooperation. During the 1990-1993 period, 
the Bank approved 1,OSl nonraímbursable technical-cooperation 
operations (including short-term missions; operations under the 
Project Preparrtion Ficility, cT/ïnTbLA, 8nd CT/?'ûNDûS; regular 
operations; urd operations in parallel to om11 projects), for a 
total of approximately USS362.8 million. Of that amount, 
48.8 percent (USS176 nillion) was aarnrrked to fund SS8 operations 
(53.1 percent of the nunber of operations approved during the 
period) for project preparation and institutional strengthening in 
the Group C and D countries; 16.8 percent (USS60.8 million) in 
support of oímilar efforts in the Group A and B countries; and 
34.7 percent (USS126 million) for the Bank's regional cooperation 
and integration initiatives. It bears mentioning that technical- 
cooperation activities in the social sector accounted for 
31 percent of the amount of total approvals. 

2.63 Nonreimbursable technical cooperation from the Bank has been 
financed primarily from the net income of the FSO. However, as 
indicated earlier (paragraph 2-61}, the levels of such resources 
have fallen significantly in recent years. Following a record 
US$140 million in 1991, approvals fell to USS65.4 million in 1992 
and recovered somewhat in 1993 to US$100.6 million, thanks to a 
greater use of trust funds (CT/FONDOS) and local-currency 
resources. 

2.64 It would, therefore, be desirable to have a mechanism that would 
(a) facilitate efforts to attract additional resources and con- 
solidate the funding and programming of technical-cooperation 
operations, and (b) harmonize the utilization of the various 
sources of technical cooperation. 

2.65 Such a mechanism could be a Technical Cooperation Fund (FONTEC). 
This fund would: 

(a) Afford a strategic focus to the Bank's technical-cooperation 
activities within a multiyear framework. 
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(b) Provide a convenient and transparent mechanism through which 
interested donors might wish to funnel all or part of their 
technical-assistance resources to the region. 

(c) Improve the Bank's internal procedures to achieve efficiency 
gains in the processing and administration of technical- 
cooperation operations. 

2.66 FûmEC would play a valuable role in the context of the country 
programming process. Its operations would be programed on the 
basis of priority areas and specific objectives and goals of the 
E i g h t h  Replenishment lsndirq progrri. The Bo8rd of Executive 
Directors would approve policies and procedures under which FONTEC 
vould operate. 

D. The private sector detrlopasat program 

Introduct Ion 

The economic and social devalopment strategies being pursued today 
by the countries in the region are accordiag 8 more praminent role 
to the private aector. In the ec-ic refoni processes now under 
way, public sector imtoïvement in the production of goods 8nd 
delivery of stwices is fading, leaving the State free to 
concentrate on shaping a stable macroeconomic and legal framework 
that will be conducive to private investment. 

4 

2.67 

2.68 The private sector is being called upon to bring about the micro- 
economic changes needed to help business function more efficiently. 
Specifically, efforts to promote small and medium-sized commercial 
operations will expand the business base of the countries, and 
further their development strategies. A number of countries have 
found that such small and mid-sized businesses are creative outlets 
for entrepreneurs, and that they generate jobs more quickly than 
any other sector. 

2.69 All of the efforts being deployed will be insufficient to achieve 
.the objectives noted above unless medium- and long-term financing 
facilities are made available for the private sector. 

2.70 The Bank will need to adjust and augment its activities to keep 
pace with the trend towards private-sector-led development 
strategies. Specifically, it shodd explore ways in which it may 
help the region's economies build closer and ever-stronger ties 
with each other and with the rest of the world, notably in the 
investment sphere and in the transfer and adoption of new technol- 
ogies. In so doing, the Bank will assist its member countries as 
they seek to foster private sector involvement in the sectors 
specified by each, and offer financing to that end. 
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Existing facilities 

2.71 In recent years, the Bank has lent support to its member countries 
in the region as they have set about building legal and economic 
fraæevorks that vil1 be attractive to private investors. It will 
continue to assist with efforts to create o friendly climate for 
private investment ond, generally, to contribute both directly and 
indirectly Zowards the development of the private sector, using the 
following program and instruments which are already in place. 

2.72 Sactor lending. Policy-based sector loans are one means at the 
Bank's dispos81 to help the member Countries pursue development 
approaches which give canter stage to private enterprise. Through 
this program, the Bank offers technical and financial support to 
governments that ore bringing in reforms to bolster the role of the 
private sector in the development process. Investment sector loans 
help identify obstacles to investment in a number of areas of a 
country's economic activity, and seek ways to remove them. With 
such support, the countries are better equipped to tackle the 
economic, legal, and bureaucratic barriers that are limiting 
business opportunities, stifling competition, and seriously 
distorting resource allocation. Lams in support of finance sector 
reform and capital market àevelopment should help build up the 
capabilities of economias to raise the vast amounts of financing 
needed to bring the private sector into the development process and 
allocate those resources efficiently, and to multiply possibilities 
of access to financial services. 

2.73 Public sector restructuring programs. If the economic policy 
reforms now under way are to be successful, public sector 
institutions will need to be capable of administering the reform 
process and providing a modern, efficient regulatory framework. 
The Bank should continue to offer support to the countries in this 
area, which is essential for the nourishment of private economic 
activity. 

2.74 Financing for infrastructure and public services. A country cannot 
advance without the proper infrastructure and public services. 
Economies in the region require such facilities to be more 
efficient and more competitive, and to draw the private sector 
fully into the development process. It is therefore essential that 
the Bank continue to lend support for infrastructure projects and 
projects to expand and upgrade public services. 

2.75 Financing for training and development programs. Prospects for a 
heightened role for the private sector in development will hinge, 
in the medium to long term, on the training received by its human 
resources, the upgrading of management skills, and its ability to 
produce and adapt new technologies. Accordingly, working closely 
with the NIF, the Bank should support innovative ventures to 
improve education and training at every level. 
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2.76 Global credit programs. The Bank should continue to assist in the 
development of small and medium- s ized companies through global 
credit loans, with special emphasis on the needs of microenter- 
prises. In so doing, it should draw on the IIC’s capacity and 
experience in the design and, where appropriate, the execution of 
global lines of credit. The IIC has addad a new dimension to 
financing for private enterprise: equity imteshwrrts in individual 
companies. The KIF, for its part, has increased the number of 
funding avenues urd volume of financing available for such purposes 
through its Small Enterprise Development Facility and Small 
Enterprise investment Fund. 

2.77 Technical cooparatian and adpirory rarvfcer. Technical assistance 
will become more and more important as countries seek to 
consolidate gains achieved in the early st8ges of their reform 
programs. The Bank should assist countries in the region through 
ongoing advisory support services in the areas of investment 
systems, restructuring of the public sector, privatization, finance 
system reform, and development of capital markets. 

Nev facilities 

2.78 As the private sector is given greater weight in development 
strategies in the region, demands for financing will arrive from 
new quarters, seeking support for initiatives such as the 
privatization of companies producing goods and delivering services, 
and activities hitherto reserved to the public sector, for which 
capital market financing is not available. To rise to these new 
demands, the Bank will need to help foster the development of 
capital markets and devise new financing facilities to supplement 
its existing support programs. Specifically, and maintaining its 
present global credit facility, the Bank should, with the consent 
of the member country government in each instance: 

(i) Target a small percentage of resources for direct lending to 
the private sector, without government guarantees. The 
proceeds of such loans would be channeled primarily to 
finance activities traditionally undertaken by the public 
sector, such as infrastructure projects. 

(ii) Help mobilize private medium- and long-term capital flows 
for the financing of development projects, through 
cofinancing operations, guarantee arrangements, and others. 

2 . 7 9  Direct lending to the private sector. Even with heightened private 
sector investment, the region will still need to raise enormous 
amounts of funding, particularly to finance large infrastructure 
and public service projects with long lead times. The public 
sector in many of the region’s nations plans to hand over, or has 
begun to hand over, responsibility for public utilities to the 
private sector, but such privatization programs will be compromised 



if attention is not given to their long-term financing needs. The 
Eighth Replenishment is an ideal opportunity for the Bank to begin 
lending directly to the private sector without sovereign 
guarantees, in each instance with the concurrence o f  the government 
of the member country. Such financing will be llmitad to a 
percentage of the Fbnk's total lending portfolio, so as not to 
jeopardize its credit rating; at the outset, this support would be 
targeted exclusively towardr the financing of investment in 
infrutructure urd public utility projects providing services 
generally performed by the public sector. 

LDB lending under this program should be part of country program- 
m i n g ,  and would be subject to the following terms and conditions: 

2.80 

The Bank would enter gradually into lending for these 
purposes, and this lending would at no time exceed 5 percent 
of cosiniitments corresponding to the Eighth Replenishment 
lending program. For any individual project, the Bank's  
share should not, as a rule, exceed 25 percent of total 
costs or US$75 million, whichever is less. Management and 
the Board of Executive Directors will ensure that all 
countries have access to this facility in line with the 
general distribution of resources. 

Countries would need to have in place and maintain on the 
one hand a body of rules and regulations providing for a 
permanent, stable private investment system and, on the 
other, in the sector in which the project being proposed for 
financing would operate, an adequate regulatory system whose 
legal and financial provisions would not compromise the 
feasibility of the project. 

For statistical purposes, the Bank's own resources would be 
imputed to the country or countries where the project is 
being financed. 

The nongovernmental guarantees required to assure 
performance of the financial obligations of the loan would 
be determined in each case. 

The greater risk assumed by the Bank in providing financing 
not backed by a sovereign guarantee would be assessed and 
reflected in the loan charges, and in the possible impact on 
loan provisioning policy. 

Additional criteria will be discussed by the Board of 
Executive Directors. 

2.81 The Bank also should adjust its arrears policy, delinking this kind 
of operations from a l l  other Bank-financed operations in the 
country so that governments could not be required to shoulder the 
obligations of delinquent private sector borrowers. After two 
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years of operation, this program would be evaluated to ascertain 
the progress being achieved and suggest to the Board of Governors 
improvements as needed, including the limits established in the 
previous pu8gr8ph. M t e r  four years, the Board of Governors will 
review the possible continuation of this program. 

2 .82  Mobilization of additional fuadr. As part of its cofiarncing 
act'vities, the Bank will step up its efforts to mobilize 
additional resources, particularly from private sources, for 
priority development initiatives, and especially for infrastructure 
and public utility projects carried out by the private sector. 

2 . 8 3  To attract investaent funding and be more effective in mobilizing 
financing for high priority development projects from commercial 
banks, private investors, and the domestic and foreign capital 
markets generally, the Bank should focus more closely on the finan- 
cial structuring of projects, and make greater use of various 
cofinancing and resource mobilization techniques. 

Institutional canrider8tionr 

2 . 8 4  The Bank, the IIC, and the HIF should design new mechanisms of 
coordination, and procedures, so as to ensure the use of the 
instruments at the disposal of each in order to achieve a 
satisfactory execution of the various programs and operations 
carried out in support of the private sector, preventing the 
duplication of functions and making the work of the IDB Group more 
effective. 

E. Cofinoncing 

2 . 8 5  The Bank has always given a high priority to arranging cofinancing 
for its projects to complement its own resources. Cofinancing 
operations have increased considerably since 1990 as a result of 
cofinancing agreements with the World Bank for sector lending 
.operations and with the Government of Japan as part of their 
Capital Recycling Program announced in June 1987, which provided 
"untied" resources through the OECF and Eximbank of Japan. These 
combined sources represent about 95 percent of total Bank 
cofinancing operations, with the Japanese funding accounting for 
over 90 percent of bilateral funds. 

2.86 During the Eighth Replenishment the Bank will need to find 
additional concessional cofinancing funds to complement the Bank's 
available IFF and FSO resources, and will continue to seek 
concessional cofinancing for such high-priority areas as the 
environment and social programs. The Bank will thus mount an 
effort to diversify the sources of official cofinancing, and to 
strengthen the collaboration mechanisms with existing cofinanciers. 
The Bank will actively pursue the possibilities of additional 
concessional resources from bilateral institutions and nonborrowing 
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governments with whom it does not already have existing program. 
The Bank will also adopt a more systematic and consistent approach 
in its relationship with official cofiruncierr, periodically making 
direct contacts and regularly updating potential projects for 
cofinancing. 

2.87 In addition to official resources, the Bank will attempt to raise 
substantial external financing from market sources to meet the 
needs of all borrowing member countries. In the latter case, the 
Bank's role should be that of a catalyst helping to develop well 
conceived projects , carefully customizing loan requests to the 
needs of particular markets (timing, pricing, maturity, choice of 
currency), and offering specific financing tachniques to reduce 
direct country risks incurred by coriearcial lendeirs. The Bonk will 
also encourage international competitive bidding procurement 
procedures whenever feasible, and will take the necessary steps to 
encoiage full compatibility of parallel financing with Bank 
financing in each such project. 

2.88 In order to effectively carry out this role the Bank will develop 
and present to the Board of Executive Directors for its 
consideration, in the context of an overall strategy, a nenu of 
cofinancing instruments which may include parallel cofinancing with 
optional cross-default linkages and longer maturities, and 
guarantees. 

F. Export promotion 

2.89 While the Bank has always been concerned with strengthening 
countries' export sectors, the current changes in economic policy 
throughout the region, together with trade liberalization 
initiatives, have resulted in the need for a more focused approach 
to export promotion activities. 

2.90 During the Eighth Replenishment, the Bank will help countries to 
develop strategies to strengthen export promotion efforts. This 
assistance will include support for policy reforms to develop 
market opportunities, strengthening infrastructure and technical- 
assistance packages for the improvement of services related to the 
export sector (e.g.: communication, market information systems, 
training, and educational programs). In addition, the Bank will 
work with borrowing member countries to develop a market-based 
export financing mechanism, tailored to the needs of individual 
member countries of the region to finance intra- and extra-regional 
trade. 
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C. Matráx 

2.91 

2 .92  

2.93 

2.94 

2 . 9 5  

2 .96  

With respect to the percentage of foreign exchange f-mncing of 
total costs, the following matrix will apply: 

Country group Maxfiatm percentage 

A 
B 
C 
D 

so 
60 
70 
80 

The percentages of foreign exchange financing of total costs 
indicated above are those that the Bank would apply regularly and 
consistently. At the borrower's request, the financing in foreign 
exchange could exceed these percentages if the cost of the goods 
and services that would h8ve to be iaported for a specific project 
exceeds the applicable level, provided that this &es not mean a 
substantial reduction in the local contribution and provided that 
it is shown that no alternative source of financing exists on 
reasonable terms. 

The levels of financing according to the various country groups 
will be supplemented with an additional 10-percentage-point 
increase for projects delineated in paragraph 2.15. 

In the case of hybrid loans, with a fast-disbursing component as 
well as a long-term investment component, the matrix percentages 
referred to above will be applied to the investment component, 
while the fast-disbursing component will be financed in its 
entirety and in foreign exchange. 

H. Information disclosure policy 

The IDB is directly accountable to its member governments and in- 
directly accountable to their parliaments and citizens; disclosure 
of information and transparency of operations is an important 
element in ensuring this accountability. Moreover, there is a 
growing realization that the Bank's work can be strengthened by 
disclosure of information to the public which would ensure interest 
and participation by affected populations and local NGOs, whose 
contributions may help ensure that the Bank's projects are better 
designed. Disclosure of information will also help increase 
overall public understanding of development issues, which will in 
turn lead to increased support for the Bank and its operations. 

The IDB has a number of,rules and regulations governing disclosure 
of information, but it does not have a single, comprehensive policy 
statement on disclosure. Management will propose the adoption of a 
comprehensive disclosure policy which is analogous to those adopted 
by other multilateral development banks and which assumes that, in 
the absence of a reason for confidentiality, information should be 
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2.97 

2.98 

2 . 9 9  

released. The policy, which will be submitted to the Board of 
Directors for its consideration in early 1994, will incorporate 
principles designed to promote accountability and improve project 
design and execution through disclosure. It will, at the sane 
time, protect the needs of the institution, its employees, its 
borrowing member countries and cofinancing institutions for 
confidentiality in certain defined areas. 

I. Inspection function 

To increase the transparency, accountability and effectiveness of 
the Bank's performance, Management is studying options for the 
introduction of an inspection function, to be performed indepen- 
dently from Management, that would investigate allegations by 
affected parties that the Burk had failed to apply correctly its 
own operational policies. Alternatives being considered include a 
panel of independent experts appointed by the Board of Executive 
Directors. The panel would be convened only on an --needed basis 
in accordance with clear activation procedures established by the 
Board, and the findings of any ímrastigation would be submitted to 
the Board for decision. 

A definitive proposal for the inspection function will be submitted 
by Management for consideration by the Board of Executive Directors 
in the first half of 1994. 

' 

J. Internal audit function 

Management and the Board of Executive Directors will ensure that 
the Bank continues to maintain an effective and efficient internal 
audit function to ensure full accountability on administrative, 
financial, and operational matters, including problems that may 
arise. 

K. Operations evaluation 

2.100 The Board and Management are in the process of redesigning the 
evaluation function of the Bank. The new Bank Evaluation System 
(BES) will aim at using evaluation as a tool for institutional 
learning and as an instrument for systematic assessment of the 
effectiveness of Bank development policies, of the results of Bank- 
financed activities, and related processes. The BES will distill 
lessons from the evaluation experience of borrowers, nonborrowing 
countries, and the Bank's own operations for use in the design of 
new operations, as well as the improvement of ongoing activities. 
The Bank will endeavor to promote and support in-country capacity 
building and facilitate cooperation in evaluation activities with 
other development agencies. 

2.101 The new Evaluation Office (EVO) will be endowed with a high degree 
of independence as established recently by the Board of Executive 
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Directors. EVO will contribute towards the Bank's transparency by 
undertaking independent and systematic evaluations of the Bank's 
strategies, policies, programs, activities, delivery support 
functions and systems. EVO will also be responsible for the 
dissemination of evaluation finäiqs and will provide oversight urd 
support for the enhancement of the effectiveness of the Bank 
Evaluation System. 

L. Concessional lending 

2.102 Since 1983 the ~ources of the Bank's concesofml resources have 
been the Fund for Special Operation8 (FSO) and the Interrcldiate 
Financing Facility (IFF). Ths FSO prwides hmdo for direct 
lending while the IFF provibs resources to pay part of the 
interest payments on 10- from ordinary capital resources. Over 
time, these resources have become increasingly concentrated on the 
poorest, least-developed borrowing munber countries as the amount 
of concesrional rasOurces available to the Bank has diminished. 
The allocation of concessional resources f-rom the E i g h t h  
Replenishment is discussed in Chapter IV. 

il. Reviou by Governors 

2.103 By April 1998, Management, through the Board of Executive Directors 
will report to Governors on the status of lending and 
implementation of the objectives of the Eighth Replenishment. This 
review will include a report on the adequacy of resources for 
future lending and the availability of concessional resources, as 
well as recommendations on any new directions, modalities, or 
instruments. 
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CHAPTER III 

PRûGRâM EXECUTION OF TEIE SEVENTä GENERAL INCREASE IN RESOURCES 
DUBING TBE PEEUOD FROH 1990 TO 1993 

1. INTRODUCTION 

3.1 The Seventh General Increase in Resources agreement defined a 
lending program focusing on two major goals: (1) financing 
investments which uould contribute to the economic and social 
progress of borrowing member countries, and (2) assisting menber 
countries to restore sustainable economic growth through improving 
the strategies and policies for the basic sectors of their 
economies. The agrement defined some new institutional means to 
pursue these goals and called for a strengthening of others. 

3.2 The Seventh Replenishment agreement also defined a number of 
program priorities. These incluàed urging the Bank to do its 
utmost to ensure that 50 percent of its lending program was 
allocated to benefit the lower income groups. To provide a direct 
economic incentive t o  do so, the IDB provided an additional share 
of financing for projects in which at least 50 percent of the net 
benefits were directed to low-income beneficiaries. Other 
priorities included support for the environment, women, micro- 
entrepreneurs, regional integration, growth and diversification of 
exports, science and technology, along with modernization and 
rationalization of public sector institutions. Emphasis was given 
to improving country dialogue and program planning along with 
strengthening the evaluation function. 

3.3 An overall lending program of USS22.5 billion was defined for the 
1990 to 1993 period including USS1.86 billion in Fund for Special 
Operations (FSO) resources and USS1.136 billion in Intermediate 
Financing Facility (IFF) assisted ordinary capital (OC) lending. A 
new lending instrument to provide quick-disbursing sector loans in 
support of policy reforms was agreed to, with an initial ceiling of 
up to 25 percent of the overall lending program. Initially these 
operations were to be carried out in conjunction with the World 
Bank. The remaining 75 percent of Bank lending was to be provided 
through traditional investment loans and technical cooperation. 

3 . 4  Over the course of the 1990 to 1993 period the Bank took 
significant steps to put in place the capacities necessary to 
respond to the programing challenges defined by the Seventh 
Replenishment agreement. In general terms, the Bank substantially 
met the targets and priorities defined in the Seventh Replenishment 
agreement. An assessment of the IDB lending program carried out by 
the Institute of Development Studies at Sussex University during 
1992 concluded that "overall very favorable results. have been 
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achieved with IDB lending over the 1979-1992 period". u The 
study judged that IDB involvement in sector loans was positive. By 
supporting rn iaprovement in the economic policy framework of its 
borrowing member cotmfries, the Bank helped to reduce bottlenecks 
and distortions limiting some COtllltrieS' econoiaic growth, and in 
some cases the effectiveness of their investparnt borrowing from the 
IDB. The adjustment process supported by IDB sector lending was 
also judged to &ve played a key -ole in restoring private sector 
and coriercial burking confidence in the region. This in turn has 
contributed to increased investment capital flows to the region. 

3.5 In 1993, the President commissioned a group of external experts to 
carry out a review of IDB's portfolio. In October 1993 this group 
issued the "Report of the Task Force on Portfolio Management", 
which concluded that *the Bank's portfolio io generally sound and 
is Meting intended development objectives". 2/ To respond to 
the emerging challenges of the region the panel of experts 
recommended that the 3ank focus more broadly on the quality and 
impact of its lending, provide greater support to implementation 
activities, reexasine organizational arrangements, and strengthen 
reporting and evaluation. 

2. LEUDIHG PROGRAM FOR TãE PERIOD FROM 1990 To 1993 

A. Lending parameters 

3.6 Document AB-1378 provided for an overall lending program of USS22.5 
billion for the period of the Seventh Replenishment, covering the 
years 1990 to 1993, and defined the size and composition of that 
lending program by fund and country group. The document set out 
criteria for the use of concessional resources and reaffirmed a 
target from the Fifth and Sixth Replenishments of allocating 
50 percent of the lending program to benefit lower income groups. 
The document also outlined the importance of sound environmental 
management in development activities , and highlighted the role of 
women in the development process. In addition, the agreement 
called for the Bank to assume a more active role in working with 
its borrowing member countries in the formulation and 
implementation of policies needed for the restructuring and 
modernization of their economies. For this purpose, it established 
that the Bank could lend up to 25 percent of total lending for 
sector loans - i.e. , loans that would disburse against imports 
rather than specific project-related costs - in support of such 
policy changes. 

u jissessmen t of the IDB Len dinu - P r o m e .  1 979-97 . The Institute of 
Development Studies, Sussex University, August 1993. p. vii. 

2/ a 've ev o t, Report of the Task Force on 
Portfolio Management for the Inter-American Development Bank, 
October 1993, p.1. 
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B. Lending b7 country group 

3.7 Document AB-1378 set a maximum of 65 percent of total resources, 
equivalent t o  üS$14,625 million in freely convertible resources, 
for loans to Group A and B countries; while a minimum of 35 
percent, or US$7,875 million in convertible resources, was 
allocated for countries in  Groups C end D. The following table 
summarizes the execution of the Seventh Replenishment by country 
groups. 

Total approvals * 10,651 3.514 14,165 2,667 3,816 6,483 20,649 

Program distribution 68.6% 31.4% 100% 

Program execution as 
9% of funds allocated 97% 82% 92% 

Totals may not add due to rounding. 

C. Policy-related sector lending 

3.8 As indicated above, the Seventh Replenishment established that the 
Bank would make sector loans to support sector or subsector policy 
and/or institutional changes. No more than 25 percent of the total 
lending was to be directed to this type of lending during the 
period 1990 to 1993. In 1992 the Governors authorized additional 
resources to this program for debt and debt service reduction 
operations. This allowed the Bank to approve a US$400 million debt 
restructuring operation to Argentina in late 1992. The following 
table summarizes the distribution of sector lending commitments by 
country group over the 1990 to 1993 period: 
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3.9 As is evident in Table 111-2, total sector loans approved during 
the Seventh Replenishment period mounted to US$S .649 billion, 
which was equivalent to 27 percent of total loans approved, but 
only slightly more than the original ceiling for sector lending of 
USS5.625 billion. A large share of fast-disbursing resources (over 
70 percent) was channelled to countries in Groups A and B, for a 
total of approximately US$4 billion concentrated in the first three 
years of the period. For countries in Groups C and D, sector loan 
approvals tended to be for smaller amounts and were spread more 
evenly over the 1990 to 1993 period. This was due to factors such 
as the degree and stage of the stabilization and adjustment o 

programs in these countries. The Bank also approved 12 non- 
reimbursable parallel technical cooperation operations for an 
amount of US$76 million to support the implementation of sector 
loans. 

TaMe III-3 
Seetor loan approvals in convertible currencies by area, 1990-1993 

(rii millions of US$) 

Energy Tmde& finance Agriculture Publicsector Investment Others* Total 
55 1,439 440 1,125 1240 750 5,619 

1% 26% 8% 30% 22% 13% 100% 

II * Comprised of the following loans: Debt restructuring s400, Ecological consemtion SiOO. 
Export adjustment S250 

3.10 Sector loans provided in support of reforms in economic sectors 
were primarily aimed at improving competitiveness. Programs 
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supported by these loans focused on policy issues directly related 
to productive activities (e.g. agriculture, trade, finance), and 
amounted to approximately 35 percent of the total sector lending 
during the 1990 to 1993 period (or US$1,930 million). Broader 
programs in areas such as public sector reform (e.g. public 
divestiture, institutional strengthening, tax and budgeting 
policies) accounted for 30 percent of total sector landing (or 
US$1,725 million), whereas programs rimed at enhuncing the 
framework for private investment accounted for approximately 
20 percent of total sector lending (or üS$1,240 million) during the 
same period. Tiie remaining 13 percent of total sector lending (or 
US$750 million) focused on complementary areas such as external 
debt restructuring and ecological conservation. 

3.11 Sector loan compliance with tranche release conditions as of 
bcembcr 31, 1993 indicates that 18 loans, or 55 percent of the 
total approved, have been fully disbursed: 10 louis or 30 percent 
have been over 50 percent disbursed; seven. loans are between 
30 percent and 40 percent disbursed: and five loans (approved in 
1993) are in the process of initiating disbursements. Of the 
USS5.65 billion in fast-disbursing funds approved during the 1990 
to 1993 period, almast 80 percent has been disbursed. 

D. Use of concessicmal resources 

3.12 

3.13 

For the period from 1990 to 1993 a total amount of US$1.86 billion 
of FSO resources was available for lending. It was agreed during 
the Seventh Replenishment negotiations that FSO resources would be 
allocated to countries in Group D. Furthermore, it was agreed that 
within this group, preferential treatment would be given to the 
five countries facing the most severe economic difficulties, and 55 
percent of the total FSO loan program was targeted for these 
countries. The remaining 45 percent was targeted to the other five 
countries in Group D. 

Document AB-1378 states that in the case of the Intermediate 
Financing Facility (IFF') a significant portion of the resources 
available would be directed to Group C countries, and US$lOO 
million would be directed to the relatively more developed 
countries of Group D. In 1992 the Governors agreed that an 
additional US$140 million of IFF-assisted ordinary capital lending 
would be made available as a result of a transfer of USS35 million 
of ordinary capital net income to the IFF for lending to Group D 
countries. 

3.14 Management made an initial allocation of concessional funds to 
recipient countries based on the criteria of equal distribution. 
While some countries fully utilized their share, others did not or 
could not do so. The reasons for this carryover can be attributed 
to (i) individual Countries not being able to access Bank funds; 
(ii) agreed limits on the amount of concessional resources which 
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could be used for any individual project (in order to maximize 
benefits); and (iii) attempts to use scarce concessional resources 
as much as possible for projects in the social sectors. Thus, the 
fact that available conceroional resources were not completely 
exhausted during the period from 1990 to 1993 was not due to lack 
of demand. In fact. tha Group C rnd D countries borrowed nearly 
twice as much ordinary capital ao IFF and FSO combined during this 
period. 

GmapC G i w p D  Total 

634.1 211.1 845.2 IF€ 
FSO - 1354.0 1354.0 

ApproMls 

Toul approvek 634.1 1,765.1 2,3992 

E. Approvals by sector 

3.15 During the Seventh Replenishment period, investment loans and 
investment components of hybrid loans (combined sector and 
investment loans) were distributed by sector of economic activity 
as shown in the following table: 
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3.16 

3.17 

3.18 

The Bank's efforts to finance projects in the social infrastructure 
sectors resulted in US$S billion of approvals or 34 percent of 
investment lending in convertible currencies and approximately 25 
percent of overall Bank lending including sector loans. The share 
of social sector investments in the 1990-1993 lending program of 
the Bank increased from USS3.9 billion at the end of the Sixth 
Replenishment to just over US$S billion in the Seventh 
Replenishment. Approvals in this area included projects for water 
supply and sewerage, programs for housing reform, municipal 
development, education, health care programs, science and 
technology, and environmental projects. 

Approvals in convertible currencies for the transport and 
communications sectors amounted to 22 percent of the total, 
followed by energy (19 percent); agriculture and .fisheries 
(8 percent); industry, mining and tourism (6 percent); and others 
(12 percent), which included preinvestment and multisector credit 
programs. 

F. Technical cooperation 

The technical cooperation program was closely tied to the Bank's 
operational program by providing support to the countries' 
preinvestment activities, institutional strengthening, including 
personnel training, and implementation of IDB-financed projects. 
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Regional and subregional technical cooperation initiatives to 
promote economic integration programs were also an important 
component of the Bank's technic81 cooperation program. Total 
f inurcing of nonrsimbursible technical cooperation progr- was 
equivalent to US$367 million, of which 17 percent was approved for 
Groups A and B, 49 percent for Groups C cnd D, and 34 percent to 
finurce regional initiativar. The net income of the FSO continued 
to be the principal 80urce of technical cooperation financing, 
which accounted for 70 percent of the total program. An additional 
13 percent of fiuancing came from the resources of the Japan Fund, 
11 percent from the U . S .  Social Progress Trust Fund (SPTF) 
resources, and 6 percent from other donor f d .  

I)lpeoftcchnicalcoopmtion seventh Repieoishm«it 

Re%pr 178 174.1 145.1 319.2 87.0 

Puallei to smaU projects 153 6.4 13.4 19.8 5.4 

No. C o m  Local Total 96 

143 0.2 1.8 20 05 

Short-term mission 

crFoNDos 51 3.4 0.2 3.5 1.0 

Total 989 206.0 160.8 366.7 100.0 

I 
I Totais may not add due to rounding. 
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Canada 

Norway 

Other 

Total' 

1.8 - 1.8 05 

1.8 - 1.8 O 5  

2 2  - 22  0.6 

206.0 160.8 366.7 100.0 
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3 .  AREAS OF SPECUL EIIPIUSIS IN THE W ' S  PRûCUHS 

A. Low-income beneficíarier 

3.19 A mandate for the Bank. to direct 50 percent of its lending program 
towards benefiting low-income groups was included in the Seventh 
Replenishment agreement, as it was in the F i f t h  8nd Sixth 
Replenishment agreements. This objective has been pursued directly 
by the Bank, through specifically targeted projects and through 
more general meu18 such as sector loans and investment projects 
aimed at Improving overall economic conditions including lowering 
inflation, promoting economic growth and employment. 

3.20 Distributional impact coefficients (DIG) have been calculated on 
approximately half of the individual projects approved each year 
with the value of the portfolio evaluated ranging from 44.3 percent 
in 1990 to 71.9 percent in 1993. These calculations estimate the 
percentage of a project ' s benefits accruing to low- income groups. 
The Weighted Total DIC is a weighted average calcul8tion using one 
of two indicators which ate based on either a cort-benefit analysis 
(DIC-CB) or a head-count approach (DIC-HC). These coefficients 
(DIC-HC and DIC-CB) are weighted by the percentage, in the monetary 
value, of all the loans evaluated under each methodology. The 
Weighted Total DIC does not reflect the distributive impact of 
certain types of lending operations where it is difficult or 
impossible to define low-income beneficiaries as a proportion of 
all the beneficiaries of the loan. These include global loans, 
preinvestment, and sector lending. Management believes, however, 
that many of these programs will have some positive impact on the 
low-income groups over the longer term. The calculation of DIC is 
thus limited to only a portion of the lending program. Care must 
be taken in interpreting results from these partial indicators as 
estimations are themselves limited in two important ways. Firstly, 
calculations made on only a portion of the portfolio cannot be used 
to extrapolate results for the overall portfolio. Secondly, the 
result of the weighting, based on the volume of lending related to 
each of the two indicators, is affected by the size of projects, 
and projects of smaller size, e.g. in basic health and education, 
are usually evaluated using the head-count approach and tend to be 
better targeted to the poor. Therefore, the cost-benefit (DIC-CB) 
indicator consistently demonstrates results below those of the 
head-count method (DIC-HC). The blending of these two partial 
indicators into a single weighted coefficient therefore produces an 
indicator of only limited usefulness. 

3.21 Over the four-year replenishment period the Bank has calculated, 
based on the above methodology, that it has achieved an average of 
approximately 40 percent of project benefits accruing to low-income 
groups of the projects evaluated. The downward trend in the 
Weighted Total DIC evident in Table 111-9 is in part a result of an 
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increase in the proportion of loans being evaluated using the cost- 
benefit uulysis method, which generally produces lower D I C  values. 
Another explanatory factor is the special composition of the 
portfolio during the 1990 to 1993 period. For example, the 
sensitivity and bias within the methodology can be noted from the 
fact that were three large energy projects 8pproved in 1993 to be 
exc1ud.d from the calculations, the Weighted Total D I C  would 
increue from the reported 33.4  percent t o  10 percent. Similarly, 
in 1992, were one large transportation sector project excluded from 
the calculations, the total D I C  vould increase from the reported 
34.8 percent to 49.4 percent. 

3.22 Over the period of the Seventh Replenishment the gravity of the 
debt repayment crisis of many k t i n  American countries colPiIPanded 
priority attention. Pursuit of structural adjustment, in order to 
achieve macroeconomic balances and to restore the conditions for 
grovth, vco central for both borrowing members and the Bank. I D B  
support to structural adjustment began in earnest in 1990. Over 
the short run, both as a result of stabilization measures and 
structural adjustment, in many Countries the number of poor 
increased and income distribution worsened as alleviating fiscal 
constraints becaw an overriding policy objective. Towards the end 
of the Seventh Replenishment period, however, borrowing member 
countries were increasingly concerned with t h e  sustainability of 
the reform process by placing greater emphasis on social reform and 
poverty reduction. It ir expected that the positive impacts of 
adjustment and policy reforms made will become more evident in the 
future. 

Taòìe ïïI-9 

3.23 In order to improve the Bank’s performance in channeling benefits 
to the low-income groups, Bank Management is developing a strategy 
to increase its activities in the social sectors and to help reduce 
poverty in the region. Experience during IDB-7 indicates that 
careful targeting is a key factor in achieving the objective of 
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project benefits accruing to the lower income groups. A three- 
pronged approach to support borrowing countries' efforts to reduce 
poverty is being developed to improve the Bank's capacity to 
deliver additional benefits to the lower income groups. These 
include: (i) increasing the focus in t h e  programming process and 
country dialogue on poverty reduction and social policy issues; 
(ii) designing rnd.impl.eanting 80Ci.l sector and fiscal reforms to 
increase resource availability and inprove the scope and efficiency 
of the delivery of social services; and, (iii) enhancing the 
poverty-reduction impact of Bank operations through the selection 
and appropriate design of a11 of its projects. Based on program 
dialogue w i t h  borroving member governments, country programming 
will continue to define expected rasults in order to facilitate 
program evaluation and improve progrming effectiveness over time 
in directrlng benefits to lower income groups. 

B. Environment81 considerations 

3.24 The Bank has been very active in promoting environmental quality in 
all of its operations during the period of the Seventh 
Replenishment. The Environment Protection Division assists country 
and project teams directly to ensure that XDB operations are 
environmentally sound, and is responsible for identifying and 
preparing renewable natural resources and environmental projects. 
The Division also deals with environmental quality, environmental 
development in project preparation, and environmental policy, 
planning, and research issues. 

3.25 The Environmental Management Committee (CMA) is a management-level 
committee which meets regularly to address environmental issues. 
The CMA reviews the environmental aspects of the Bank's operations, 
and proposes policies and strategies to address environmental 
risks and opportunities in Bank operations, coordinates inter- 
departmental efforts regarding environmental activities, and 
ensures compliance of Bank operations with internal environmental 
quality control requirements. The committee reviews every 
operation processed by the Bank to determine the level of 
environmental analysis needed, and ensures that the analysis is 
carried out in a satisfactory manner and that its conclusions are 
incorporated into the operation. 
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3.26 As a result of the strengthening of the review process in the IDB, 
the Bank has significantly improved its ability to screen 
operations for environmental sustainability and to avoid negative 
environmental impacts as well as enhancing positive impacts. Every 
single ,operation is carefully screened from its earliest stage to 
ensure the application of the minimum standards established by the 
borrowers themselves and by the Bank. Over the period from 1990 to 
1993 the Bank approved USS3.7 billion for 34 projects addressing 
urban (75 percent) and rural (25 percent) environmental issues as 
well as for the strengthening of environmental institutions in the 
region. In addition, 167 technical cooperations and small project 
operations, totaling USS70.5 million, have been approved since 1990 
to address environmental issues in the region. 

3.27 A major portion of the Bank's activity regarding the environment 
has been to facilitate the participation of affected populations. 
The coordination of the Bank's activities with these groups has 
been enhanced through periodic meetings, including three major 
meetings on the environment and participation. A special effort 
has been made to address the concerns of affected populations. The 
Bank supported the region's governments in their participation in 
the Earth Summit held in Rio de Janeiro in June 1992, and prepared 
two important documents: Our û w n  Agenda and Amazonia without 
Ify ths .  

C. Women in development 

3.28 During the Seventh Replenishment period the Bank made steady 
progress in the area of women in development. Cont inued 
implementation of the Bank's Women in Development Policy and the 
approval of an Action Plan, increased attention to the issue in the 
Bank's programming activities and in its operations over the 1990 
to 1993 period. In 1993, some 18 percent of the Bank's loans 
included a thorough analysis of women's potential participation in 
the projects as well as concrete steps to improve their 
participation. This compares favorably with the 6 percent of loans 
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3.29 

3.30 

3.31 

3.32 

that included this focus in 1990. However, these figures show that 
the Bank still has some distance to go to fully implement the WID 
Policy. 

Also during the 1990 to 1993 period the Bank made significant 
progress in Strengthening its own institutional capacity to address 
the concerns of the WID Policy. The Bank's WID unit was exp8näed 
and provided systematic review and input into Bonk projects 
affecting women. The unit conducted several studies and prepared 
oectoral guidelines aimed at improving Bank  performance in this 
area. The Bank increased its cooperation anci coordination with a 
range of international organizations addressing WID issues anci held 
several international workshops and seminars providing training on 
WID issues to both Bank staff and officials from the region. 

During the period the Bank supported a broad range of institutional 
strengthening activities for both public and private sector 
organizations representing and promoting women's interests in 
several borrowing countries through its technical cooperation 
programs. In addition, the Bank financed several regional 
technical cooperation programs to strengthen women's roles in 
agriculture and microenterprise. Currently, the Bank's WID 
programs are increasingly focusing on strengthening women's vital 
role in the social reform process. 

D. Microenterprise and Small Projects 

During 1990 to 1993 the Bank supported microenterprises through 170 
individual operations for a total amount of tiSS278 million. The 
qualitative changes in microenterprise support during the Seventh 
Replenishment are as striking as the accomplishments that can be 
quantified. Bank support emphasized institutional strengthening of 
the intermediary organizations, their administrative and financial 
self-sufficiency, new credit management techniques, accountability 
and responsibility in the management of loan portfolios, and the 
elimination of distortions in resource transfers to 
microentrepreneurs. 

Increasing attention was paid to the non-financial aspects of the 
context within which microenterprises and their support 
organizations were operating. Diagnostic assessments of the legal 
and regulatory frameworks affecting microenterprises were carried 
out in three countries. Likewise, the limitations and conditions 
facing the NGOs,  credit unions, and other organizations of civil 
society interacting directly with microenterprise development, 
constitute a growing focus of the Bank's microenterprise program. 
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Smaii Projects 

Total 

1990 

No. I Amount 

3 I 37; 

16 I 433 

1991 1 9 2  i 1993 

Na Aiiiauni 

3 77.6 

54 25.6 

57 103.2 

.i 

I I  

27.6 

E. Cofhancing 

3.33 The Bank's approach to the cofinancing of Bank projects underwent 
signif icint chmges, with both bilateral and multilateral sources 
playing 8 more important role. Over this period total cofiruncing 
amounted to approximately USS7 billion. Cofinancing with the IBRD 
incre8sed dramatically from US$667 million in 1990 to USS2.2 
billion in 1991, due primarily to the joint sector adjustment 
program initiated with the Seventh Replenishment. As the Bank 
proceeded to undertake policy-based sector lending on its own, 
cofinancing with the World Bank decreased to USS969 million in 1992 
and to an amount of USS340 million in 1993. Cofinancing with J8pan 
during the Seventh Replenishment amounted to over USS2.2 billion or 
31 percent of the total. Other active sources of cofinancing for 
Bank projects included the European Investment Bank (EIB), the 
Andean Development Corporation (CAF), the International Fund for 
Agricultural Development (IFAD), the OPEC Fund, USAID, the 
Scandinavian countries, Spain, Germany's KfW, and Switzerland. 
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3.34 

3.35 

3 . 3 6  

3.37 

swirer 1990 1991 1992 1993 Tohi 96 

IBRD 667 m 969 340 4*3 59.6 

J a P  29 812 635 741 2,217 31.1 
Em - 42 11 112 lbs 23 

CAF 51 25 85 100 261 3.7 
- 8 6 14 28 0.4 

IFAD - - 6 6 o. 1 
others 18 67 30 205 28 

Total I 765 I 3.231 1 1.m I 1343 I 7.135 I 10.0 

F. C o u n t r y  programming and strategic planning 

The programming process and policy dialogue between the Bank and 
its borrowing member countries was strengthened and improved. The 
quality and utility of country and regional programming papers 
(CPPs/RPPs) improved as a result of the increased integration of 
Bank experiences, through a country and project team approach. 

Over the period from 1990 to 1993, 32 country programming papers 
and five regional programming papers were produced and 62 country 
programming missions were completed. These were supported by 31 
country socioeconomic studies. This strengthened the programming 
process and contributed to improvements in the identification, 
selection, composition and degree of readiness of the Bank's 
operational pipeline during the period from 1990 to 1993. 

Also during this period strategic planning was strengthened. A 
number of strategic corporate studies were carried out. These 
included policy papers supporting the social reform process, 
privatization, and demographic issues, as well as an assessment of 
the Bank's lending program over the Fifth, Sixth, and Seventh 
Replenishment periods. 

G. Evaluation activities 

Over the Seventh Replenishment period a wide range of evaluation 
activities were carried out addressing both program impact and the 
program processes of the Bank. More than 20 impact and performance 
studies focusing on a range of sectors including telecommuni- 
cations, agricultural research and extension, environment 

. 
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management and women in development were completed. In addition, 
issues of evaluation methodology were addressed through several 
studies, and in 1994, as a conirequence of a Board of Directors 
decision, a new Evaluation Office was created. Thio new office i o  
expected to enhance the scope and coverage of evaluation of 
operations, policies and programs, through a focus on measurable 
results. 

H. Soci.1 Agenda Policy Group ( W G )  

3.38 In 1992 the President of the Bank established a high-level Social 
Agenda Policy Group (SAPG). The SAPG was conceived as an 
instruaent for the expansion of the activities of .the Bank in the 
social sectors. Its purpose wu; to define an approach for 
enhancing the Bank's activities in Support of the social sectors. 
Since its establishment, the SAPG has carried out three major pilot 
missions, to Trinidad and Tobago, Chile and Venezuela. Through 
these missions, issues for inclusion in agcndu for rectoral reform 
have been identified involving broad-based dialogue in the 
borrowing member countries with the governments and elements of 
civil society in the shared definition of reform priorities and 
strategy . 
4. DISBORSEWENTS DüRING THE S E V E "  REPIXñIS?MEN!ï PERIOD 

3.39 During the 1990 to 1993 period, the Bank disbursed a total of 
USS12.2 billion, in freely convertible currencies of the ordinary 
capital and the Fund for Special Operations. This represents an 
increase of approximately 46 percent over disbursements during the 
previous four-year period (1986 to 1989). Of the total convertible 
resources disbursed, 9.4 percent came from the FSO and 90.6 percent 
from ordinary capital resources. The table below shows the amounts 
for each year, broken down by type of resources. 

Table III-13 
Disbursements authorized during the 1990-1993 period 

in convertible eumenci 

II Total I 2390.6 I 3,051.1 I 3,CB6.4 I 3,639.8 I 12167.9 II 

5 .  FINANCIAL ACTIVITIES 

3.40 At the beginning of the Seventh Replenishment period, and for the 
first time ever, the Bank experienced protracted arrears in its 
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loan portfolio. These arrears however, were fully cleared during 
the period, reflecting the unwavering cornitment of member 
countries to the Bank. 

3.41 During the Seventh Replenishment period, all major financial 
policies were reviewed and updated in orâer to improve the Bank's 
financial management and to make it more efficient. Thio included 
liquidity 8nâ investment policies, borrowing policy, and currency 
selection policy. 

3.42 During the Seventh Replenishment period, the Bank raised the 
equivalent of US$14.5 billion of funding from the world capital 
markets and repaid USS7.2 billion. Consequently, the net 
borrowingo during the period reached the equivalent of USS7.3 
billion. Of the mount repaid, USS2.4 billion corresponded to high 
coupon debt, redeemed in aâvance and repirced by lower cost 
funding. The average cost of the Buik's new borrowings was 6.5%. 
As a result of improved finuicial management systems the Bank 
narrowed its spread over comparable benchmark issues. 

3.43 The major rating agencies continued to affirm the Bank's AAA rating 
throughout the Seventh Replenishment period. Their rating, which 
has remained unchanged since the Bank was founded, is based upon 
the solid support from the governments of member countries, on the 
prudent limits set by statute, by management policy, and on a 
highly satisfactory financial performance. 

6 .  CONCLUSION 

3 . 4 4  The Seventh Replenishment period was one of major accomplishments 
for both the region and the Bank. The Bank achieved its highest 
levels of annual lending ever and made a significant contribution 
in support of the major economic, social and political changes 
which occurred in the region during the period. The average annual 
lending level between 1990 and 1993 increased to approximately 
USS5.3 billion as compared with USS2.5 billion over the period from 
1985 to 1989. Funding for technical cooperation and small projects 
increased dramatically during the Seventh Replenishment with 
approximately a doubling and quadrupling in value of these 
activities respectively. Also during this period the IDB became 
the single most important provider of official external financing 
to the region, particularly for the smaller and poorer countries. 
The Bank continued to promote well-designed, financially viable 
investment projects, played an important role in the public-sector 
debt restructuring of several countries, and at the same time 
became a major partner in the region's macroeconomic and 
development policy dialogue. The IDB's contribution to this policy 
dialogue and process of economic adjustment reflected its evolving 
role as an international multilateral development institution, and 
its identity as a regional bank committed to the economic and 
social development of Latin America and the Caribbean. 
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CHAPTER IV 
S U R E X O I 9 I ü G  STRUCTURE, FfWIIoCUL PIaMMeTBcts â"D U N D I H G  AUTEIORiTY OF 

THE EIGHTH CEüEBAL INCREASE IN RESOURCES 

1. SHAREüOLDIWG STRUCTüRE 

A .  Capital structure at the .ad of the Eighth General increase in the 
Resources of the Bank 

4.1 As part of the Eighth General Increase in the Resources of the 
Bank, the share distribution of the exirting country groups, i.e. 
Latin herica and the Caribbean, the nonregional members, the 
United States, and Canada, will be changed, by the end of the 
Eighth Replenishment, to reflect the following: Lotln America and 
the Caribbean will decrease from 53.86 percent to 50.013 percent, 
the United States will decrease from 34.67 to 30.029 percent, 
Canada will decrease from 4 . 3 8  percent to 4.002 percent, and the 
nonregional members will increase from 7.09 percent to 15.955 
percent. Within the nonregional and Latin America and Caribbean 
groups, there will also be capital share and voting power 
realignments. Table IV-1 below indicates the voting power at the 
end of the Seventh Replenishment and the voting power outcome at 
the end of the E i g h t h  Replenishment which results from the changes 
in the distribution of shares. 
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B. Paid-in capital: Determining the 
percentage of paid-in capital to be tubscribed 

4.2 The Eighth General Increase in the Resources of the Bank is 
intended to provide additional capital to the Bank while, at the 
same time, realigning shares and voting power. Therefore, the 
proportion of paid-in capital to  be subscribed by individual 
members will vary and is based on: (i) the share and voting power 
changes; (ii) the level of paid-in for the total increase of 
capital resources (that is, 2.5 percent of US$40 billion or US$1 
billion); urd (iii) the condition that, for equity reasons, all 
-ers have vírtually the sum cumdative percentage (4.299 
percent u) of paid-in capital by the end of the Eighth 
Replenishment. I/ 

4.3 In practice, n e w  shores are first allocated by county group and by 
country to achieve the desired voting power distribution shown in 
Table IV-l. The number of n a w  paid-in shares to be subscribed by 
individual members is then determined so that it results in each 
member and/or group's cumulative prid- in subscription being as 
close as possible to 4.299 percent of the total by the end of the 
Eighth Replenishment. The resulting allocation of prid-in shares 
is shown in Table IV-2. 

It/ Existing capital subscriptions plus a US$40 billion capital 
increase with 2.5 percent paid-in yields a total cumulative capital 
of US$100.96 billion with USS4.34 billion or 4.299 percent paid-in. 
While Latin American and Caribbean countries as a group will have a 
cumulative paid-in percentage of 4.299 percent, the cumulative 
paid-in of individual countries varies above and below that level. 
In particular, those regional countries which became members after 
1976 will not subscribe additional paid-in shares as part of the 
capital increase since their cumulative paid-in percentage will 
remain above 4 .299  percent. In addition, small differences in 
members' paid-in percentage may exist because of the indivisibility 
of shares. 

5/ 
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2. PAU3tETER.S FOR THE CAPITAL I#CREASE 

A. Site of the capital increase 

4.4 The Eighth General Increase in ñesources will provide an additional 
US$40 billion equivalent in ordinary capital resources to the Bank. 
The paid-in portion of capital will be 2.5 percent, amounting to 
approximately US$l billion equivalent; the remaining 97.5 percent, 
or US$39 billion, will be provided in the form of callable capital. 

B. Lending parameters 

4.5 In 1996 the Bank is expected to land approximately US$S billion in 
convertible currencies. A US$40 billion increase in capital, loan 
repayments, reserve additions, and the results of the change in 
borrowing policy approved in 1991, would allow increases in this 
lending level, as neeäed. Actual lending in any given year will 
vary depending on the borrowers' needs and capacities, the state of 
the Bank's project pipeline, and the Bank's capacity to prepare 
good projects. The proportion of Bank financing provided to 
individual projects will be guided by the limits set forth in the 
financing matrix, as well as the country's willingness to make an 
important financial commitment to the investment and to its long- 
run sustainability. The Bank has a long history of supporting the 
smaller countries of the region. Thus, it will continue to have as 
an indicative goal to lend 35 percent of total lending to the 
countries of Group C and D; this percentage may vary given the 
priority on lending with a poverty reduction focus. Actual lending 
programs for successive three-year perioàs will be presented 
annually to the Board of Executive Directors as part of the Bank's 
medium-term planning framework. 

C.  Subscription and encashment 

4.6 Capital subscriptions will be provided to the Bank in six equal 
installments over the 1994 to 1999 period. Members will have the 
option of delivering non-interest-bearing promissory notes or 
similar instruments to the Bank t o  meet their payments on paid-in 
subscriptions in lieu of immediate cash payments. Each note would 
be redeemed in five equal annual encashments over the 1994-2003 
period. 

D. Currencies 

4.7 All of the capital subscriptions are to be made in freely 
convertible currencies. For the paid-in capital, payments shall be 
made in the currency of the member, in such a manner as to assure 
that the currency is freely convertible for the purposes of the 
Bank's operations or with the agreement of the member to convert on 
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behalf of the Bank its currency into those of other members for the 
same purpose. 

3 .  P- W R  TñE ft9CBEASE IL0 TãE FüND FOB SPECIAL O?EUTIOIRS (PSO) 

A. S i t e  of the facrease to tbe ?und for Spech l  Opuations 

4.8 There will be an 8ddi+lOn81 US$l billion equivalent of total new 
contributions to the FSO, äividud into basic, supplemental and 
special contributions 8s indicated ln T a l e  IV-3. This amount, 
together with rcflows rnd other sources, would permit continuation 
of FSO lending at or r b w e  levels bttainrd during 1990 to 1993. 
The Board of Executive Directors v ~ l l  determine the appropriate FSO 
annual lending .program uid lmndiw t e m  Ud conditions on the 
basis of availability of resources and ¿evelopment needs. The 
resources of the FSO shall be managed on a basis which CM ensure a 
steady and predictable level of assistance until such tine as 
Governors nay decide in favor of an increase in FSO resources. 
Given the probable needs over the 1994 t o  1997 period, and the 
limited amount of FSO availbbìe, these resources will be used 
exclusively in the poorest, least developed countries in Group D 
(presently Bolivia, Guyana, Haiti, Honduras and Nicaragua) and for 
the Caribbean Development Bank for on-lending to eligible non-IDB 
member countries. 

4.9 The Board of Executive Directors will determine the appropriate 
annual levels of Intermediate Fin8ncing Facility (IFF) and 
nonreimbursable convertible currency technical-cooperation support. 
Countries in the C and D country groups with incomes below US$1,600 
GDP per capita as shown in the 1993 IDB Annual Report would be 
eligible for IFF support and national technical-cooperation grants, 
with priority given to the poorest countries. Given the probable 
needs over the 1994 to 1997 period, and the limited amount of IFF 
resources available, it is anticipated that the Board of Executive 
Directors would program IFF-assisted ordinary capital lending in 
such a manner that the available resources for lending in the early 
years would approximate Seventh Replenishment levels. By April 
1996 there will be a review of the needs of the D1 countries - 
relative to the availability of IFF resources. For the borrowers 
using the IFF, the percentage of IFF lending in the mix and 
therefore the effective percentage subsidy may vary, inter a l i a ,  
with the per capita income levels. The Board may revise the per 
capita ceiling to reflect significant changes in economic 
conditions. 

B. Use of FSO liquidity to generate funding for technical cooperation 
and the Intermediate Financing Facility 

4.10 FSO loan income, during this period, will be largely a function of 
previously approved loans, so that the income from these loans is 
essentially fixed. Therefore, FSO liquidity with its resulting 
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investment income must be adjusted, via the schedule of encash- 
ments, to meet technical cooperation and IFF objectives. A set 
schedule of encashments enables the Bank to generate a predictable 
source of funding for its IFF and tachnical cooperation activities. 
This in turn will permit the Bank to program its activities, 
particularly technical cooperation, on a multi-year basis. This 
will solidify technical cooperation as a -in-line activity with 
Predictable financing rather than as a residual activity undertaken 
only when resources are available. 

C. Schedule8 of contributions and eacarhmnts 

4.11 FSO contributions uould be payable in four equal installments for 
the basic USS199.87 million contribution, and in six equal 
installments for the remaining supplemental and special 
contributions. As is the case for capital subscriptions, members 
vil1 have the option of delivering non-interest-bearing promissory 
notes or similar instruments to maet their payments in lieu of 
immediate cash payments. In the period beginning on the sixth year 
after the effective a t e  of the replenishment agreement and ending 
on December 31, 2004, the Bank will, by periodic transfers from the 
Ordinary Capital net income, consistent with prudent financial 
management, make up any shortfall in the unallocated special 
contributions existing during that period which is not covered by 
member country contributions pursuant to the agreements set out in 
the footnotes in the following table. 
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4.12 In order to maintain FSO liquidity at the desired levels, the 
remaining unencashed FSO balances of the two previous IDB 
Replenishments (Sixth and Seventh), equivalent to USS662.02 
million, will be redeemed In five equal encrshments during the 1994 
to 1998 period. Encashmento of promissory notes from the new 
Eighth Replenishment FSO contributions for the basic USS199.87 
million contribution will take place in equal amounts over the ten 
year period 1994-2003. Promissory notes from the remaining 
supplemental and special contributions will be encashed in six 
equal amounts over the period 1999-2004. 

D. Zhintezunce of value 

4.13 No uintenance of value obligations will apply to member 
contributions to the FSO. 

E. Transfert from the FSO General Easeme t o  the IFF account 

4.14 In order to achieve the desired level of IFF assisted ordinary 
capital lending, it will be necessary, in addition to the already 
scheduled transfers agreed on for the Sixth and Seventh 
Replenishments, to make yearly transfers in convertible currencies 
as needed t o  fulfill the obligations arising from the lending 
program. The transfers would be made from the FSO General Reserve 
to the IFF account in the necessary amounts. 

F. Currencies 

4.15 All of the contributions to the FSO are to be made in freely 
convertible currencies. Each member will make its contribution in 
one of 17 specified convertible currencies or express their 
contributions in SDR or E a ,  with payment in one of the specified 
currencies, based on the average exchange rates between the dollar, 
and the selected currencies, the SDR, or the ECU, for the 180 
calendar-day period ending on April 10, 1994. Members are to 
designate in advance the currency to be used in making their 
contributions. h/ The 17 convertible currencies and their 
average rates of exchange against the U . S .  dollar for the 180 
calendar-day period ending on April 10, 1994, and the value of the 
SDR and the ECU in terms of the U.S. dollar on the same basis are 
as follows: 

6J Members will have to specify the unit of obligation at the latest 
when they submit their Instrument of Contribution. 
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Currency 

Austrian schilling 
Belgian franc 
British pound sterling 
Canadian dollar 
Danish krone 
Finnish markka 
French franc 
Deutsche mark 
Italian lira 
Japanese yen 
Netherlands guilder 
Norwegian krone 
Portupase escudo 
Spanish peseta 
Swedish krona 
Swiss franc 
U . S .  bollar 

SDR 
ECU 

* Source: I=, except for the ECU which is the rate 
published by the Wall Street Journal. 
These are average rates calculated on the 
basis of 180 days, from October 13, 1993 
t o  April 10, 1994. - 

Average exchange rate* 

12.0159 
35.7512 
O. 6726 
1.3358 
6.7183 
5.6;05 
5.8562 
1.7081 

1,671.1559 
107.8776 
1.9160 
7.4054 

174.3266 
139.2836 
8.1116 
1.4615 
1.0000 

O. 7198 
O. 8855 
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CHAPTER V 

RECOMIEHDED AXEXDMEN'TS TO AGREEMENT ESTABLISHIN6 TäE BAXK 
AND CERTAïW 0- BASIC BAnR DOCüãEñTS 

5.1 During the discussions held by the Committee of the Board of 
Governors in connection with an increase in the authorized capital 
stock and in the resources of the Fund for Special Operations, 
there was a consewus to: (i) alter the current voting powers of 
member Countries, (ii) permit the nonregional countries to elect 
not less than three directors to the Board of Executive Directors 
and provide an additional chair for the regional developing members 
and (iii) iaplment certain new voting majorities to complement 
these changes. There is attached a proposed resolution, Annex D, 
that implements these changes. The proposed resolution includes 
the amendments to the Agreement Establishing the Bank (the 
"Agreement") and certain other basic documents of the Bank that 
require the approval of the Board of Governors. These basic 
documents include the Regulations of the Board of Governors 8nd the 
General Rules Governing Admission of Nonregional Countries to 
Membership in the Bank ("General Rules"). Complementary amenbents 
to the Regulations for the Election of the Executive Directors will 
also need to be approved by the Board of Governors, and a proposed 
resolution for such amendments shall be distributed at a later 
stage. u 

5.2 Specifically, it is proposed that the voting percentages embodied 
in Article VIII, Section 4(b) of the Agreement and Section 7(b) of 
the General Rules be amended so that in the future, the voting 
power of the regional developing member countries could not be 
reduced below 50.005 percent of the total voting power, that of the 
member having the largest number of shares could not be reduced 
below 30 percent of the total voting power and that of Canada could 
not be reduced below 4 percent of the total voting power. This new 
structure reflects an increase in the maximum voting power 
corresponding to the nonregional member countries from the current 
8 percent to 15.973 percent of total voting power. These changes 
in the voting powers of the respective member countries also 
include two new seats on the Board of Executive Directors. One new 
seat would be reserved for the nonregional members, and the second 
would be for the regional developing members. Lastly, it is 
further proposed to amend certain of the existing voting majorities 
which are required by the Agreement to implement the new voting 
power of member countries as indicated above. 

7J Subsequent to the approval of the 
Committee of the Board of Governors 
Procedure, and the Board of Executive 
Regulations, to complement the proposed 

proposed resolution, the 
shall amend its Rules of 
Directors shall amend its 
amendments. 
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5.3 Section 1 of the proposed resolution, Annex D, contains the 
amendments to the Agreement that would be required to reflect the 
changes proposed above. Section 2 of the proposed resolution 
contains the proposed amenciment of Section 1 of the Regulations of 
the Board of Governors to reflect the new percentage of total 
voting power that is required for a quorum for any meeting of the 
Board of Governors. Section 3 of the proposed resolution provides 
for the amendpent of Sections 7, 8 and 9 of the Genera? Rules t o  
reflect the new number of Executive Director8 that would be elected 
by the regional developing and nonregional member countries. 

5 . 4  As more fully discussed in the "Statement of Management in 
Connection with the Eighth General Increase in the Resources of the 
Bank" submitted to the Board of Executive Directors at its meeting 
of July 15, 1994, and incorporated into the Minutes of said 
meeting, if the proposed resolution, Annex D, and its provisions 
have not become effective by December 31, 1995, the Board of 
Governors shall, at its Annual Meeting in 1996, decide upon the 
appropriate measures to fully impiement the agreement reached in 
this replenishment, on the basis of recommendations of the 
Committee of the Board of Governors. 
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CHAPTER VI 

RECOHXEXDED PROCEDüRES FOR IäPUäENTATION OF 
EIGäTä CELoEBbL IìüCREASE OF RESOiJRCES 

6.1 

6 . 2  

6.3 

6.4 

The foregoing analysis shows that, in order for the Bank t o  
maintain an appropriate level of lending operations, action should 
be taken by the Board of Governor6 a6 soon as possible to increase 
the Bank's capital resources and the F'und for Special Operations 
(FSO) and to allocate additional resources to the Intermediate 
Financing Facility. 

In order to permit the Bank to utilize its capital resources to 
meet future loan program needs in a timely manner, it is 
contemplated that the increase of both paid-in and callable capital 
would become effective in six equal annual installments on December 
31 in each of the years )994 through 1999. It i6 proposed that 2.5 
percent of the contemplated subscribed USS40 billion capital 
increase be in the form of paid-in capital and 97.5 percent be in 
the form of callable capital. It is proposed that there also be an 
increase in the Fund for Special Operations in Che equivalent of 
US$l billion with the additional contributions by the member 
countries becoming effective as set forth in paragraph 4.11 of 
Chapter IV. It is also proposed that additional transfers of the 
Fund for Special Operations be made to the Intermediate Financing 
Facility (IFF) sufficient to support the annual levels of IFF 
financing determined by the Board of Executive Directors. Finally, 
it is proposed that a Technical Cooperation Fund ("FONTEC") be 
established for the purpose of attracting and making efficient use 
of a larger volume of financial resources for nonreimbursable 
technical cooperation. 

1. APPLICABLE PROVISIONS OF THE AGREEWENT AND THE GEìQEñhL RULES 

The provisions of the Agreement and of the General Rules which 
concern increases in the capital resources and in the Fund for 
Special Operations, and which concern additional transfers to the 
Intermediate Financing Facility, may be summarized as follows: 

A .  Capital resources 

Article II, Section 2(e), of the Agreement provides that the 
authorized ordinary capital stock may be increased when the Board 
of Governors deems it advisable and in a manner agreed upon by a 
three-fourths majority of the total voting power of the member 
countries, including a three-fourths majority of the total number 
of Governors, which includes a two-thirds majority of the Governors 
of reeional members. 
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6.5 Article II, Section 3(b) of the Agreement provides that in case of 
an increase in the capital pursuant to Article II, Section 2(e), 
each member shall have a right to subscribe, under such conditions 
as the Banit shall determine, to a proportion of the increase of 
stock equivalent to the proportion which its stock theretofore 
subscribed bears to the total capital stock of the Bank, but no 
d e r  shall be obligated to subscribe to any part of such 
increased capital. In other words, a member may waive its right to 
subscribe to its proportionate share of a capital increase. 

6.6 Article VIII, Section 4(b) of the Agreement, and Section 7(b) of 
the General Rules, provide that no increase in the subscription of 
any member to the capital stock shall become effective, and any 
right to subscribe thereto is waived, which would have the effect 
of reducing the voting power: (i) of the regional developing 
members below 53.5 percent; (ii) of the United States below 34.5 
percent; or (iii) of Canada below 4 percent. Section 7(b) of the 
General Rules provides that, notwithstanding the foregoing 
provisions, any resolution of the Board of Governors for a capital 
increase shall specify that: (1) in order to prevent the voting 
power of the regional äeveloping members as a group from falling 
below 53.5 percent, any member of the group may subscribe to shares 
allocated to another member of the group if the latter member does 
not wish to subscribe to such shares; (2) the provision relating to 
percentages of voting power may be waived by the regional 
developing members as a group with respect to their 53.5 percent, 
and by the United States and Canada with respect to their 34.5 
percent and 4 percent, respectively; and (3) any member of the 
group of nonregional members may subscribe to shares allocated to 
another member of the group if the latter member does not wish to 
subscribe to such shares. 

6.7 To fully implement the increase of capital resources, the 
provisions specified in 6.5 above will need to be waived to the 
extent that some members do not subscribe to their current 
proportionate share. Similarly, the provisions with respect to 
minimum voting power specified in 6.6 will need to be waived to the 
extent that the voting power of the regional developing members and 
the United States may fall below 53.5 percent and 34.5 percent, 
respectively, of total voting power prior to the approval of the 
proposed resolution, Annex D, which will modify these percentages. 

B. Fund for Special Operations 

6.8 Article IV, Section 3(g), of the Agreement specifies that the 
resources of the Fund shall be increased through additional 
contributions by the members when the Board of Governors considers 
it advisable by a three-fourths majority of the total voting power 
of the member countries. As with increases to the Bank's ordinary 
capital, each member has the right to contribute to a proportion of 
the increase in the Fund for Special Operations equivalent to the 
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proportion between the quota in effect for such member and the 
total amount of the resources of the Fund contributed by members. 
No member, however, shall be obligated to contribute any part of 
such increase. Therefore, a -  muber may waive its right to 
contribute to its proportionate share of an incrsue in the Fund. 

C.  Intermediate Financing Facility 

6.9 The proposed resolution, Annex C, authorizing the transfer of 
additional resources of the Rind for Special Operations for the 
Internrcdi8te Financing Facility could be approved by a majority of 
the total voting power of the member countries in the sume asnncr 
as Resolution AG-12/83 creating the IFF, 8nd Resolution AG-3/90 
transferring additional resources to the IFF, were approved. These 
najoritirr are established in Article VIII, Section 4(c), of the 
Agreement, which specifies that, except as otherwise rptcifically 
proviäed in the Agreement, a11 matters before the Board of 
Governors shall be decided by a majority of the total voting power 
of the member countries. 

2. TECHNICAL COOPEMTION FOWD 

6.10 The proposed resolution, Annex E, authorizing creation of an 
independent account to be known as the Technical Cooperation Fund 
Account ("FWTEC"), may be approved pursuant to the provisions of 
Article VIII, Section 4(c) of the Agreement, which specifies, as is 
more fully explained in paragraph 6.9 above, that the proposed 
resolution must be approved by a majority of the total voting power 
of the member countries. 

3. DECISION-HAKING PROCEDIJRES 

6.11 The Governors have agreed that the amendments to Part III, Section 
2 of the Regulations of the Board of Executive Directors, which 
were approved in connection with the Seventh General Increase in 
Resources, would continue to be in effect with respect to the 
lending program of the Eighth Replenishment, with the amendment 
noted as follows. The additional delay periods permitted under the 
Seventh General Increase will be shortened so that one Executive 
Director can delay ordinary capital loans in the Committee of the 
Whole for one month, and thereafter two or more Executive Directors 
can delay ordinary capital loans in the Committee of the Whole f o r  
two additional months. Further delay would not be permitted. 

6.12 Subsequent to the approval of this report, the Board of Executive 
Directors shall take the necessary steps to amend its regulations 
as provided in paragraph 6.11, above. Amendments to the 
Regulations of the Board of Executive Directors are approved by a 
majority of the total voting power of the member countries pursuant 
to Article VIII, Section 4(d)(iii), of the Agreement, which 
specifies that, except as otherwise specifically provided in the 
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Agreement, all matters before the Board of Executive Directors 
shall be decided by a majority of the total voting power of the 
member countries. 

4. AXEüDäENTS To TäE M3BEE1IEIoT ESTâBUSñING Täë BANK AIOD 
OTHER BASIC MWK DocuLIEIoTs 

6.13 As indicated in Chapter V above, the Committee of the Board 
Governors has also reached consensus in proposing to the Board 

of 
of 

Governors amendments to the Agreement and to certain other basic 
documents of the Bank so as to (i) alter the current voting 
structure of member countries, (ii) permit the nonregional 
countries to elect not less than three Directors .to the Board of 
Executive Directors and provide an additional chair for the 
regional member countries, and (iii) implement certain new voting 
majorities to complement these changes. Accordingly, a proposed 
resolution, Annex D, is attached that includes amenciments to the 
Agreement, the Regulations of the Board of Governors, and the 
Generrl Rules that are necessary to effect these changes. 
Complementary menciments to the Regulations for the Election of the 
Executive Directors must also be approved by the Board of 
Governors. A proposed resolution for these amendments will be 
distributed at a later stage. 9/ 

6.14 Amendments to the Agreement are generally approved by a majority of 
the total number of Governors, including two-thirds of the 
Governors of regional members, representing not less than three- 
fourths of the total voting power of the member countries pursuant 
to Article XII, Section (a). In addition, in accordance with 
Section 7(a)(i)(2) of the General Rules, any amendment of the 
Agreement which changes the number of Executive Directors to be 
elected by the nonregional member countries must be approved by a 
two-thirds majority of the total number of nonregional Governors 
representing not less than three fourths of the total voting power 
of the nonregional member countries. Amendments of the Regulations 
of the Board of Governors are approved by a majority of the total 
voting power of the member countries pursuant to Section VI of said 
regulations. Amendments of the General Rules are approved by a 
two-thirds majority of the total number of Governors, including 
two-thirds of the Governors of nonregional members, representing 
not less than three-fourths of the total voting power of the member 
countries pursuant to Article 11, Section l(b) and Article XII, 
Section (a) of the Agreement and Section 7(a)(i) of the General 
Rules. 

&/ Subsequent to the approval of the proposed resolution, the 
Committee of the Board of Governors shall amend its Rules of 
Procedure and the Board of Executive Directors shall amend its 
Regulations to complement the proposed amendments. 
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Waiver of preemptive rights 

6.15 In order to implament the specific changes in the capital structure 
of the Bank, it will be necessary to obtain waivers from those 
members whose proposed subscriptions are less than their current 
proportionate share. In orâer to obtain the needed waivers, a 
simplified procedure will be adoptad. specifically, each member 
shall be daemed t o  hava waived any rights it hu under Article II, 
Section 3(b) and/or Article IV, Section 3(g) upon the effective 
date of the resolution approving this report, unless it 
specifically notifies the Bank t o  the contrary in writing by 
June 30, 1994. 

Vaiver of minimum shareholdings 

6.16 The minimum shareholding percentages set forth in paragraph 6.6 
above would prevent the proposed changes in shareholding outlined 
in paragraph 5.2 above from taking place until Article VIII, 
Section 4(b) of the Agreement, urd Soction 7 of the General Rules, 
are amended or appropriate waivers are obtained from the regional 
developing members and the United States. 

6.17 Under the proposed schedule for subscriptions, the voting power of 
the regional developing member countries as a group and the United 
States will drop below 53.5 percent and 34.5 percent, respectively, 
once the first subscription is completed, which is expected to be 
December 31, 1994. It is unlikely that the proposed amendments to 
the Agreement and to the General Rules will be effective by that 
&te while the current minimum shareholding percentages will 
continue to be in effect. Therefore, the Agreement would require 
the Bank to defer acceptance of shares from other members, or 
obtain a waiver from the regional developing members as a group and 
the United States for the first. installment to be effective. The 
same situation would arise for any subsequent installment which was 
completed prior to the effective date of the amendments to Article 
VIII, Section 4(b) of the Agreement, and Section 7 of the General 
Rules. To minimize the need to defer acceptance of shares, the 
regional developing member countries as a group and the United 
States would be deemed to have waived their minimum shareholding 
rights upon the effective &te of the resolution approving this 
report, unless a member notifies the Bank otherwise in writing by 
June 30, 1994. 
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6 .  RESOLOTIOIOS PROPOSED 

6.18 Accordingly, to implement the Eighth General Increase in the 
Resources of the Bank, it is recommended that the Board of 
Governors adopt the following three attached proposed resolutions: 

Annex A: Increase of USS40 billion in the Authorized Capital Stock 
and Subscriptions Thereto. 

Annex B: Incraase in the Resources of the Rind for Special 
Operations and Contributions Thereto. 

Annex C: Transfer of Additional Resources t o  the Intermediate 
Financing Facility Account. 

6.19 Further, to implement the unendments to the Agreement and to 
certain other basic documents of the Bunk referred t o  in Chapter V, 
it is recommnded that the Board of Governors adopt the proposed 
resolution attached as Annex D. Also, to establish the proposed 
Technical Cooperation Fund, it is reconmended that the Board of 
Governors adopt the proposed resolution attached as Annex E. 

7.  PROCEDUBES FOR VOTING 

6.20 After.its adoption by the Committee of the Board of Governors, this 
Report (to which the proposed resolutions noted in the preceding 
paragraphs 6.18 and 6.19 are attached) will.be presented to the 
Board of Governors for approval by mail vote, as established in 
Section 5 of the By-Laws of the Bank. The Board of Governors will 
be requested to approve this report by adopting the proposed 
resolution submitted therewith and entitled "Report on the Eighth 
General Increase in the Resources of the Inter-American Development 
Bank". This Resolution approves the Report and recommends that the 
members take such action as may be necessary and appropriate to 
give effect to the proposed resolutions described above. 

6.21 Subsequently, the proposed resolutions in Annexes A, B ,  C, D, and E 
would be voted upon by the Board of Governors by mail vote. To be 
valid the votes on the proposed resolutions in Annexes A,  B and C 
must be received at the headquarters of the Bank no later than 
October 31, 1994, or by such later &te as the Board of Executive 
Directors shall determine. 

8 .  SPECIFIC ACTIONS REQUIRED AFTER ADOPTION OF THE PROPOSED RESOLUTIONS 

6.22 If the proposed resolutions on the Eighth General Increase are 
adopted, then the following initial actions by each subscribing 
member are required by the dates indicated: 
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A. apita1 facreare 

By October 31, 1994: 

(i) Deposit of an appropriate hstruæent agreeing to subscribe 
to the respective nuauber of shares of paid-in and callable 
capital stock, in accordance with the toms of the pertinent 
resolution. 

By December 31, 1994: 

(ii) Subscription of the first installment of the callable 
CSPit81. 

(iii) Subscription of the first installment of the paid-in capital 
and arrangements for payment thereof within 30 days. 

B. Fund for Special <parations increase 

By October 31, 1994: 

(i) Deposit of an appropriate insttimrent agreeing to the making 
of the respective contribution to the increase in accordance 
with the terms of the pertinent resolution. 

By December 31, 1994: 

(ii) Arrangements for payments of the first installment of the 
increase within 30.days. 

6.23 The subscriptions to and payments by the members of these increases 
and contributions and their corresponding encashments in the 
following years are detailed in the respective resolutions. 
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PROPOSED RESOLüTION 

INCREASE OF US$40 BILLION IN THE AUTHORIZED 
CAPITAL STOCK AND SUBSCRIPTIONS THERETû 

WHEREAS the Committee of the Board of Governors has studied the 
possibility of enlarging the resources of the Inter-knerican Development 
Bank (the "Bank") by means of increues in its authorized capital stock 
and in the re80urces of the Fund for Special Oper8tions 8nd through 
additional contributions to the Intermediate Financing Facility, and has 
presented a report urd appropriate racoaandotions thereon to the Board 
of Governors; 

WHEREAS the Board of Governors has concluded that action to increase 
the authorized capital stock of the Bank would be desirable; 

WHEREAS Article II, Section 2(e), of the Agreement Establishing the 
Bank, provides for increases in the capital stock of the Bank; and 

UHEREAS the regional àeveloping member countries as a group, and the 
United States, pursuant to Section 7(b) of the General Rules Governing 
Admission of Nonregional Countries to Nembership in the Bank, have 
waived, on a limited basis, their minimum shareholding rights under 
Article VIII, Section 4(b) of the Agreement Establishing the Bank; 

The Board of Governors 

RESOLVES THAT: 

Section 1. Jncre ase in th e authorized caoital 

(a) Subject to the provisions of paragraph (b) hereof, the 
authorized capital stock of the Bank shall be increased by 
US$40,000,001,466, divided into 3,315,806 shares, each having a 
par value as provided in the Agreement Establishing the Bank. 

(b) Such increase shall become effective only if, on or before 
October 31, 1994, or such later &te as the Board of Executive 
Directors shall determine, member countries shall have deposited 
with the Bank an appropriate instrument, by which they agree, 
subject to such legal requirements as may be appropriate in the 
respective countries, to subscribe to at least 2,486,855 shares 
of the increase of authorized capital stock in accordance with 
Section 2 of this resolution. 

Section 2. Subscr io t ions 

(a) In accordance with Article II, Section 3(b), of the Agreement 
Establishing the Bank, each member may subscribe to the 
respective number of shares as follows: 
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(b) Each subscribing member shall represent to the Bank that it has 
taken all necessary action to authorize its subscription and 
shall furnish to the Bank such information thereon as the latter 
may request. 

(c) The subscription of each naber to the aMitional paid-in 
capital 8tock shall be on the following terms and conditions: 

(i) The subscription price per share shall be the par value 
of each share as provided in the Agreement Establishing 
the Bank. 

(ii) The subscriptions of members to paid-in capital stock 
shall be in six .qual inctrllients, effective, 
respectively, on December 31 in each of the years 1994 
through 1999, or such later dates as the Board of 
Executive Directors shall determine, and payments for 
each installment are due within 30 days of the 
respective effective dates sstablished hereunder. 

(iii) The Subscription of each member to the paid-in capital 
stock shall be paid entirely in the currency of the 
respective member which shall make arrangements 
satisfactory to the Bank to assure that its respective 
currency so paid to the Bank shall be freely convertible 
into the currencies of other countries for the purposes 
of the Bank's operations, or shall agree to convert on 
behalf of the Bank its respective currency so paid into 
the currencies of other countries for the purposes of 
the Bank's operations. The entire paid-in subscriptions 
shall be subject to the provisions of Article V, Section 
l(b)(i), of the Agreement Establishing the Bank. 

(iv) The Bank may accept non-negotiable, non-interest-bearing 
promissory notes or similar securities in the form 
contemplated in Article V, Section 4, of the Agreement 
Establishing the Bank, in lieu of the immediate payment 
of all or any part of a member's subscription to the 
paid-in capital stock. Each promissory note or security 
shall be redeemed in five equal annual encashments over 
the 1994-2003 period. 

(d) The subscription of each member to the additional callable 
capital stock shall be on the following terms and conditions: 

(i) The subscription price per share shall be the par value 
of each share as provided in the Agreement Establishing 
the Bank. 

(ii) The subscriptions of members to the callable capital . 

stock shall be in six equal installments, effective, 
respectively, on December 31 in each of the years 1994 
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through 1999, or such later dates as the Board of 
Executive Directors shall determine. 

Section 3 .  DO W U  

The provisions of Section 7(b) of the General Rules Governing 
Admission of Nonregional Countries to hmôrr8hip in the E%u& shall 
apply to the capital increase provided for in this resolution, with 
the same force and effect as if fully set  forth herein. 
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PROPOSED RESOLUTION 

INCREASE IN THE RESOURCES OF THE F"D FOR SPECIAL 
OPERATIONS AND CûNTRIBUTIONS THERETO 

WHEREAS the Committee of the Board of Govarnors has studied the 
possibility of anlarging the resources of the Inter-APcrican Development 
Bank (the TknkW) by maans of increases in its authorized capital stock 
and in the resources of the Fund for Special Operations uid through 
additional contributions to the Intonsdiate Financing Facility, and has 
prasented a report and appropriate recopiiand.tiono thereon to the Board 
of Governors ; 

WHEREAS the Board of Governors has concluded that action to increase 
the resources of the Fund for Special Operations would be desirable; and 

WHEREAS Article IV, Section 3(g), of the Agreement Establishing the 
Bank provides for increases in the resources of the Fund for Special 
Operations through additional contributions by the members; 

The Board of Governors 

RESOLVES THAT: 

Section 1. &creas e the resources of the Fund 

Subject to the provisions of this resolution, the resources of the Fund 
for Special Operations shall be increased through additional contri- 
butions by the members in the form of Basic Contributions, Supplemental 
Contributions, and Special Contributions (referred to individually or 
collectively as a "Contribution" or "Contributions") in amounts not less 
than those indicated for the respective members, in terms of the 
applicable units of obligation, in Tables I and II attached to this 
resolution. 

Section 2. Jn strument of Contribut ion 

(a) To make a Contribution under this resolution, the member shall 
deposit with the Bank an Instrument of Contribution formally 
confirming the member's intention to contribute and specifying 
the applicable unit of obligation and the amount of its 
contributkon in the applicable unit of obligation as set forth 
in Table I attached to this resolution. 

(b) Subject to the provisions of Section 2(c) below, the Instrument 
of Contribution shall constitute an unqualified commitment by 
the member to the Bank to make payment of the Contribution in 
the manner and on the terms set forth in or contemplated by this 
resolution. For the purposes of this resolution, a Contribution 
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covered by such an Instrument shall be called an Unqualified 
Contribution. 

(c) As an exceptional case, where an Unqualified Contribution 
commitment cannot be given by a member due to its legislative 
practice, the Bank may accept from that member an Instrument of 
Contribution which contains the qualification that payment of 
all installments of the Contribution is subject to subsequent 
budgetary appropriations. Such an Instrument, however, shall 
include an undertaking to seek the necessary appropriations, at 
the rate specified in Section 5(b) below, during the period of 
the increase and to notify the Bank as soon as each such 
appropriation is obtained. For the purposes of this resolution, 
a Contribution cwered by such u t  Instrument shall be called a 
Qualified Contribution, and it shall be deemed to be Unqualified 
to the extent that appropriations have been obtained. 

Section 3 .  

(a) None of the Contributions shall become payable unless on or 
before October 31, 1994, or such later date as the Board of 
Executive Directors shall determine, member countries shall have 
deposited with the Bank Inetruments of Contribution representing 
Unqualified and Qualified Contributions totalling not less than 
the equivalent of US$648 million of the increase in the F’und for 
Special Operations. 

(b) Instruments of Contribution deposited on or before the effective 
&te of the increase shall take effect on that date, and 
Instruments of Contribution deposited after such date shall take 
effect on their respective dates of deposit. 

Section 4. Contribut ions 

(a) Each member shall make its Contributions in one of the freely 
convertible currencies designated by the Bank for the purposes 
of this resolution. 

(b) The Basic Contributions shall be made in four equal install- 
ments, which shall be effective, respectively, on December 31 in 
each of the years 1994 through 1997, or such later dates as the 
Board of Executive Directors shall determine. Supplemental and 
Special Contributions shall be made in six equal installments 
which shall be effective, respectively, on December 31 in each 
of the years 1994-1999, or such later dates as the Board of 
Executive Directors shall determine. Payments for each 
installment of the Unqualified Contributions are due within 30 
days of the respective effective dates established hereunder. 
Payments in respect of a Qualified Contribution shall be made 
within 30 days as and to the extent that each installment has 
become Unqualified and should be made on the respective annual 
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payment dates specified in the foregoing provisions of this 
paragraph. 

The Buik may accept non-negotiable non-interest-bearing 
promissory notes or shilrr securities in the form contemplated 
in Article V ,  Section 4, of tbe Agrerrsnt Establishing the Bank, 
in lieu of the -&ate payment of a11 or any part of a 
mamber's Contribution to each installment. Such promissory 
notes or securities shall be sncuhed by the Bankc in accordance 
with the t e m  of the b d  for Spacial Operations encashment 
schedule set forth in pir8gr8phS 4.11 Md 4.12 of Document 
AB- 1704. 

The payments of each member shall total the amount, in terms of 
the applicable unit of obligation, as indicated for the 
respective member in Table I attached to this resolution. 

Currencies of all the members held by the Bank which are derived 
from these additional contributions shall not be subject to the 
maintenance of value provisions of Article V ,  Section 3, of the 
Agreement Establishing the Bank. 

Notwithstanding the fortgoing provisions of Section 4, no member 
shall be obligated to make any payment in respect of its Basic 
Contribution except to the extent that its contribution has 
become available for loan commitments as specified in Section 5 
below. 

In the period beginning on the sixth year after the effective 
&te of the replenishment agreement and ending on December 31, 
2004, the Bank will, by periodic transfers from the Ordinary 
Capital net income, consistent with prudent financial 
management, make up any shortfall in the unallocated special 
contributions existing during that period which is not covered 
by member country contributions pursuant to the agreements set 
out in the footnotes to the table contained in paragraph 4.11 of 
Chapter IV of Document AB-1704. 

Section 5. Conditions for loan commitmen t 

(a) For the purpose of loan commitments by the Bank, each 
Unqualified Contribution shall be divided into four equal 
tranches and, subject to Section 4(b) and Section 6 hereof, 
shall become available for loan commitments as follows: 

(i) the first tranche: as from December 31, 1994 or on such 
subsequent date the relevant Instrument of Contribution 
takes effect; 

(ii) the second tranche: as from December 31, 1995; 

(iii) the third tranche: as from December 31, 1996; and 
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(iv) the fourth tranche: as from December 31, 1997; 

(b) Each Qurilified Contribution (unless it has become unqualified as 
scheduled) shall become available for loan colimitnents as and to 
the extent that is has become unqualified, which should occur at 
the rate of one-fourth of its total amount in each of the four 
years covered by the increase on the dates provided for pursuant 
to Section 4(b) hereof. 

Section 6. 

If there are Qualified Contributions to the ksic Contribution which have 
not been made unqualified at the rate, to the extent end on the dates 
specified in Section 5(b) above with respect to the second, third and 
fourth installments, the Bank shall promptly notify all aeæber countries, 
and member countries which have -de Unqualified Contributions, or whose 
Qualified Contributions have become unqualified at the rate, to the 
extent and on the &tes specified in Saccion 5(b) above may, after 
consultation with the Board of Executiva Directors of the Bank, notify 
the Bank in writing that the Bank should refrain from making loan 
comitments against their Basic Contributions to the respective 
installment. The maximum mount of such reduced loan coanimento shall be 
in proportion to the extent that the respective installment of the 
relevant Qualified Contribution has not become unqualified. 

Section 7. -ofmember countries 

If, in the course of the increase in the resources of the Fund for 
Special Operations, delays or readjustments in the making of 
contributions or their availability for loan commitments prevent, or 
appear likely to prevent, the substantial attainment of the goals of the 
increase, the Bank will convene a meeting of representatives of the 
member countries to review the situation and consider ways of obtaining 
the necessary contributions. 
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PROPOSED RESOUITION 

TBANSFER OF ADDITIONAL RESOURCES TO THE INTERNEDUTE FINANCING 
FACILITY ACCOUNT 

WHEREAS the Committee a+ the Board of Goverraors has studied the 
possibility of enlarging the resources of the Inter-American Development 
Burlr (the aB8nk*) by mans of increases in its authorized capital stock 
urd in the re~ources of the F'und for Special Operations and through 
rdditiorurl contributions to the Intermediate Financing Facility, and has 
presented a report uid appropriate recomendationo thereon to the Board 
of Governors : 

WHERUS the Board of Governors has determined that Article IV, 
Section 10 of the Agreement Establishing the Bank includes the right of 
the Governors to distribute and to allocate t o  a separate account, by 
agreement of the members, assets of fhs General Reseme of the Fund for 
Special Operations which has been proviâed for from the net profits of 
such Fund; 

WHEREAS, pursuant to Resolution AG-12/83 of December 12, 1983, enti- 
tled "Creation of an Intermediate Financing Facility", the Board of 
Governors approved the creation of 8n Intermediate Financing Facility for 
the Bank and pursuant to Resolution AG-3/90 of January 17, 1990, entitled 
"Transfer of Additional Resources to the Intemediate Financing Facility 
Account", the Board of Governors approved the transfer of additional 
resources to the Intermediate Financing Facility Account (the "Account"); 
and 

WHEREAS the Board of Governors has concluded that further action to 
increase the resources of the Account would be desirable; 

The Board of Governors 

RESOLVES THAT: 

Section 1 Addit ional r es our ces 

There shall be allocated annually to the Account in convertible 
currencies of the General Reserve of the Fund for Special Operations (the 
"Fund") an aggregate amount sufficient to support the annual levels of 
Intermediate Financing Facility financing determined by the Board of 
Executive Directors. These amounts shall be allocated annually to the 
Account by the Board of Governors at the time of the approval of the 
statements of profit and loss pursuant to Article VIII, Section 
2(b)(viii) of the Agreement. The amounts referred to in this paragraph 
may be appropriately adjusted by the Board of Governors for appropriate 
reasons related to the funding of the Account. These amounts shall be in 
addition to the allocations to the Account being made from the General 
Reserve of the Fund pursuant to Resolutions AG-12/83 and AG-3/90. 
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Section 2 Fro visions relatiqg to the accoun t 

The provisions of Resolution AG-12/83 contained in Section 4. 
"Utilization of Resources", Section 5. "Administration of the Account", 
Section 6. "Teranination of the Account" and Section 7. "Anisndmant", shall 
apply to the additional resources to be proviâed hereunder. 

Section 3 m o  forca 

This resolution shall enter into force only if, on or before October 31, 
1994 or ouch later &te as the Board of Executive Directors shall 
determine (a) the increase in the authorized capital stock and the 
resources of the hind for Spacial Operations provided for in Document 
AB-1704 have come into effect and (b) votes in favor of this resolution 
have been received froa member countries representing a majority of the 
total voting power of the member countries. 
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PROPOSED RESOLXPTION 

AMENDHENTS TO THE AGREEMENT ESTABLISHING THE 
INTER-AMERICAN DEVELIIPMENT BANK, 

THE REGüiATIONS OF THE BûARD OF GOVERNûRS AND 
THE GENERAL RULES GOVERNING ADHISSION OF NONREGIONAL COüNTRIES TO 

MEMBERSHIP IN THE BANK 

üHEREAS during the discussions held in connection with the E i g h t h  
General Increase in the Resources of the Bank the Board of Governors 
concluded thxt it woulâ be Qoirable to mend certain provisions of the 
Agreement Establishing the fnter-American Development Bank 8nd other 
basic Bank documentr dealing w i t h  the respective voting powers of member 
countries, the representation of the regional developing and nonregional 
member countries in the Bank, and certain voting majorities; and 

WHEREAS Article XII of the Agreement Establishing the Inter- 
American Development Bank provides for the process of amending the 
Agreement ; 

The Board of Governors 

RESOLVES THAT: 

Section 1. Am endments of t he Qreement Establishine the B ank 

The Agreement Establishing the Inter-American Development Bank shall be 
amended as follows: 

1. Article III, Section 12 shall read: 

"On all loans, participations, or guarantees made out of or by 
commitment of the ordinary capital resources of the Bank, the latter 
shall charge a special commission. The special commission, payable 
periodically, shall be computed on the amount outstanding on each 
loan, participation, or guarantee and shall be at the rate of one per 
cent per annum, unless the Bank, by a three-fourths majority of the 
total voting power of the member countries, decides to reduce the 
rate of 

2. Article 

" (b) 

commission." 

IV, Section 9(b) shall read: 

All decisions of the Bank concerning the operations of the 
Fund shall be adopted by a three-fourths majority of the 
total voting power of the member countries, unless othewise 
provided in this article.n 
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3. Article V, Section l(e) shall read: 

"(e) Gold or currency held by the Bank in its ordinary capital 
resources or in the resources of the F'und shall not be used 
by the Bank to purchase other currencies unless authorized by 
a three-fourths majority of the total voting power of the 
member countries. Any currencies purchased pursuant to the 
provisions of this paragraph shall not be subject to 
maintenance of value under Section 3 of this article." 

4. Article VII, Section l(iii) shall read: 

"(iii) with the approval of a three-fourths,.majority of the 
total voting power of the member countries, invest 
funds not needed in its operations in such obligations 
as it may determine;" 

5 .  Article VIII, Section 2(e) shall read: 

"(e) A quorum for any meeting of the Board of Governors shall be 
an absolute majority of the total nuæber of governors, 
including an absolute majority of the governors o f  regional 
members, representing not less than three-fourths of the 
total voting power of the member countries." 

6. Article VIII, Section 3(b)(ii) shall read: 

"(ii) One executive director shall be appointed by the 
member country having the largest number of shares in 
the Bank, not less than three executive directors 
shall be elected by the governors of the nonregional 
member countries, and not less than ten others shall 
be elected by the governors of the remaining member 
countries. The number of executive directors to be 
elected in these categories, and the procedure for the 
election of all the elective directors shall be 
determined by regulations adopted by the Board of 
Governors by a three-fourths majority of the total 
voting power of the member countries, including, with 
respect to provisions relating exclusively to the 
election of directors by nonregional member countries, 
a two-thirds majority of the governors of the 
nonregional members, and, with respect to provisions 
relating exclusively to the number and election of 
directors by the remaining member countries, by a two- 
thirds majority of the governors of regional members. 
Any change in the aforementioned regulations shall 
require the same majority of votes for its approval." 
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7. Article VIII, Section 3(c) shall read: 

, 
"(c) Each executive director shall appoint an alternate who shall 

have full power to act for him when he is not present. 
Directors and alternates shall be citizens of the member 
countries. None of the elected directors and their 
alternates may be of the s u m  citizenship, except in the case 
of: 

(i) countries that are not borrowers; and 

(ii) borrowing member countries, In cases determined by the 
governors of the borrowing members,. pursuant to a 
three-quarters majority of their total voting power 
8nd a No-thirds i.rjOrlty of their total number. 

Alternates may participate in metingo but may vote only when 
they are acting in place of their principals." 

8. Article VIII, Section 4(b) shall read: 

"(b) No increase in the subscription of any member t o  the ordinary 
capital stock shall become effective, and any right to 
subscribe thereto is hereby waived, which would have the 
effect of reducing the voting power (i) of the regional 
developing members below 50.005 per cent of the total voting 
power of the member countries; (ii) of the member having the 
largest number of shares below 30 per cent of such total 
voting power; or (iii) of Canada below 4 per cent of such 
total voting power." 

Section 2. &n endmen t of Reeula tions of th e Board of G ove mors 

Section l(d) of the Regulations of the Board of Governors shall read: 

"(d) A quorum for any meeting of the Board of Governors shall be 
an absolute majority of the total number of Governors, 
including an absolute majority of the Governors of regional 
members, representing not less than three-fourths of the 
total voting power of the member countries." 

endments of General R ules Governine Admis s ion of Section 3. @n 
k yonre P ional Countries t o Member shiD in the Ban . -  

The General Rules Governing Admission of Nonregional Countries to 
Membership in the Bank shall be amended as follows: 

1. Section 7(b) shall read: 

"(b) No increase in the subscription of any member to the ordinary 
capital stock shall become effective, and any right to 
subscribe thereto is hereby waived, which would have the 
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effect of reducing the voting power (i) of the regional 
developing members below 50.005 per cent of the total voting 
power of the member countries; (ii) of the member having the 
largest number of shares below 30 per cent of such total 
voting power; or (iii) of Curada below 4 per cent of such 
total voting power, provided that, notwithstanding the 
foregoing provisions and the provisions of Article VIII, 
Section 4(b), of the Agreement Establishing the Bank, any 
resolution of the Board of Governors for an increase in the 
ordinary capital stock of the Bank shall specify that (1) in 
or&r to prevent the voting power of the regional developing 
members as a group from falling below the set percentage, any 
d a r  of the group MY subscribe to shares allocated to 
mother member of the group if the latter member &es not 
wish to subscribe to such sh8res; (2) the provision relating 
to percentages of voting pwer may be waived by the regional 
developing members as a group with respect to (i), and by the 
United States and C u l a d a  with respect to (ii) 8nd (iii), 
respectively; and (3) any member of the group of nonregional 
members may subscribe to shares allocated to another member 
of the group if the latter member does not wish to subscribe 
to such shares." 

2. Section 8 shall read: 

"Since nonregional countries shall have the right to elect not less 
than three executive directors with their own votes as provided in 
Article VIII, Section 3(b)(ii), of the Agreement Establishing the 
Bank, as amended by the resolution referred to in Section l(a) 
hereof, the Regulations for Election of Executive Directors, provided 
for in said Article of the Agreement, are amended to read as set 
forth in Annex I hereto. These amendments shall become effective on 
the same &te as these General Rules enter into force." 

3. Section 9 shall read: 

"The agreement of a two-thirds majority of the total number of 
governors of nonregional members shall be required for the approval 
of an increase in the number of executive directors of the Bank 
beyond a total number of fourteen executive directors." 

Section 4 .  En trv into force 

This resolution and all the provisions thereof, including the foregoing 
amendments to the Agreement Establishing the Inter-American Development 
Bank, the Regulations of the Board of Governors and the General Rules 
Governing Admission of Nonregional Countries to Membership in the Bank 
shall enter into force on the date on which the official communication 
referred to in Article XII (c) of the Agreement Establishing the Inter- 
American Development Bank has been addressed to members certifying that 
this resolution has been adopted by the requisite majorities. 
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PROPOSED RESOLUTION 

ESTABLIS"T OF A TECHNICAL COOPERATION FUND 

WHEREAS the Committee of the Board of Governors has given 
consicleration to the possibility of establishing a Technical Cooperation 
Fund (hereinafter referred to .o ""TEC") and has submitted 
recoamendations to that effect to the Board of Governors; 

WHEREAS technical cooperation is a key component of the Bank's 
operations, affording as it &es consiáurable support for project 
generation, . institution-strengthening, axxi human-resources training 
through programs urd projects that assist in efforts aimed at economic 
modernization, productive efficiency and social development; 

UHEREAS the region's need for technical cooperation is more pressing 
now than ever, u economic urd financial transformations unfold and 
countries face new challenges in the 8phere of social urd economic 
development; 

WHEREAS the nonreimbursable technical-cooper8tion funding expected 
to be available in the future is not expected to keep pace with the 
demand for such assistance on the part of its regional borrowing member 
countries : 

WHEREAS establishing a Technical Cooperation Ruid would be the best 
means of attracting and making use of a larger volume of financial 
resources for technical cooperation, within a consolidated strategy 
framework with objectives and targets to coordinate and othewise ensure 
the efficacy of this area of the Bank's activity; and 

WHEREAS under the terms of Article VI, Section 3(b), of the 
Agreement Establishing the Bank, the Board of Executive Directors may 
utilize a portion of the net income of the Fund for Special Operations 
(hereinafter referred to as "FSO") to meet the expenses of providing 
nonreimbursable technical assistance; 

The Board of Governors 

RESOLVES THAT: 

Section 1. Establ ishment and Obiectives 

(a) There is hereby established an independent account, to be known 
as the Technical Cooperation Fund Account (hereinafter referred 
to as the "FONTEC Account"), which shall consist of such monies 
as may from time to time be deposited thereto in accordance 
with the provisions of Section 3 of this resolution. 
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(b) The purpose of the FONTEC Account is to provide nonreimbursable 
financing for the Bank's technical-cooperation operations with 
its developing mtaber countries, in conformity with the 
policies governing such operations. 

(c) The objectives of FûNTEC are: 

To seek actively to attract urd maice effective use of 
technical-cooperation funds from a variety of sources. 

To eotablish a consolidated strategy framework with 
objectives and targets to emure effective and 
systematic management of technical-cooperation 
Operations. 

To contribute in the promotion of the Bank's program of 
activities for the preparation of studies and the 
äevelopment of programs and projects that conform to the 
priorities established in the course of its programming 
exercises. 

To help consolidate technical-cooperation policies, 
resources, anci procedures, with the aim of greater 
institutional efficiency. 

Section 2. m n i s w a t i o n  of the FONTEC Accourll 

(i) The Bank shall have full powers to perform such acts and 
enter into such agreements and adopt such measures as 
may be necessary in pursuance of achieving the 
objectives of the FONTEC Account, subject to the 
provisions of this resolution and to such regulations 
governing the operation of FONTEC as may be adopted by 
the Board of Executive Directors. 

(ii) Until monies held in the FONTEC Account are expended for 
technical-cooperation operations that conform to the 
purpose of that account, the Bank may, with due regard 
to the policies and rules and procedures governing the 
investment of the Bank's resources, invest those monies 
in securities, which may not include the Bank's own debt 
securities. The Bank likewise may convert FONTEC 
Account holdings in one currency to another currency, as 
required for operations to be funded from the FONTEC 
Account. The income from such investments shall be 
deposited to the FONTEC Account and used for FONTEC 
operations. 

(iii) The accounts, records, and financial statements of 
FONTEC Account monies and operations shall be kept and 
stated in dollars of the United States of America, and 
shall be segregated from the other accounts and records 
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of the Bank, so as to allow for the identification of 
assets, liabilities, income, costs, 8nd expenditures 
corresponding to the FONTEC Account, treated as a 
financial unit indcpendsnt of the other operations of 
the Bank. The accounting system adopted shall allow 
a b 0  for the identification and rocording of the source 
and application of the funds variously made available to 
FûNTEC by virtue of this resolution. The financiJ 
statements of the FONTEC Account shall be audited by the 
Bank's axternal auditors. 

section 3. 

The FûNTEC Account shall consist of funds in convertible currencies from 
the following sources: 

(a) That portion of the net income of the FSO in convertible 
currency which the Board of Executive Directors shall make 
available each year to the FONTEC Account to m e t  the expenses 
of providing nonreimbursable technical assistance. 

(b) Income on investments of the liquid assets and financial income 
of the FONTEC Account. 

(c) Such additional contributions as may be placed at the disposal 
of the FONTEC Account by member and nonmember countries and by 
other national or international institutions and agencies. 

Section 4. Termination of the FONTEC A ccount 

Should the Board of Governors elect, for any reason, to terminate the 
FONTEC Account, all direct and contingent obligations of the Account 
which have been incurred in conformity with this resolution and the 
regulations governing FONTEC shall be cancelled or provision made for 
their payment. The balance, .if any, of monies in the FONTEC Account 
which have been allocated thereto pursuant t o  Section 3(a) and 3(b) of 
this resolution shall be restored to the FSO or shall be distributed 
pursuant to Article IV, Section 10, of the Agreement Establishing the 
Bank, as the Board of Governors shall determine, and the balance, if any, 
of contributions made to the FONTEC Account under Section 3(c) of this 
resolution shall be restored to the respective donor countries, 
institutions, and agencies. 


